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PREFACE 


It is all but undeniable that most post-World War II advances in economic 
theory have originated in the United States. The number of Americans 
who have received Nobel prizes in economics in the first few years in 
which awards have been made in this field is evidence of this phenomenon. 
This is not to say that nothing of value was produced by American econ- 
omists in the pre-war period. Undoubtedly there were some who would 
have been contenders for such prizes had they existed. The fact remains, 
however, that Europe, not the United States, was responsible for most 
developments in economic thought during much of the nineteenth and the 
early years of the twentieth centuries. 

That political economy first bloomed abroad had serious consequences 
for the study of economics in the United States, particularly during the 
nineteenth century. Most early American political economists received their 
formal academic training in Europe, either in England or in Germany. It 
comes as no surprise that the work of many of these American pioneers 
reflected the models they were taught by their European tutors. For those 
who had studied in England, it was classical political economy; for those 
who had studied in Germany it was the historical school. 

There were, however, exceptions to this tradition. These were individuals 
who were self-taught and who were imbued with an ardent nationalism. 
In nineteenth-century America the rejection of European thought and cul- 
ture was common to many fields but it was most evident in economics. 
There was a sharp delineation between those who simply imported the 
classical model and applied it in their studies and those who tried to develop 
a political economy they thought more suitable to the conditions they ob- 
served in the United States. 

This book is a study of the political economy of the most prominent 
member of this latter group, Henry Charles Carey. In a career that spanned 
almost half a century, Henry Carey attempted to construct a political econ- 
omy that was home-grown and applicable to the circumstances he believed 
peculiar to the United States. In pursuing this end Carey wrote a great 
many books, articles, pamphlets, and letters to major American and Eu- 
ropean politicians and scholars. This work formed the corpus of one of the 
first systematic treatments of political economy produced by a native 
American who had not been trained abroad. 

Although the classical model of comparative advantage was developed 
quite early and fully, some of the most persistent critics of free trade were 
found in America. Indeed, one of the constants of American economic 
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history is that, despite its internal consistency, the theory of free trade has 
never been completely accepted by many American business people, 
workers, and politicians. The surge of protectionist sentiment in the 1980s 
is proof of this historical anomaly. One of the most articulate spokesmen 
of protection in the nineteenth century, and the formulator of many of the 
arguments still in use today, was Henry Carey. For this reason alone, Carey 
was one of the most important figures in the development of American 
economic thought in the nineteenth century. But Carey is important for 
another reason. Most studies of the history of economic thought emphasize 
European developments during this period, ignoring or paying little atten- 
tion to what was happening in the United States. This is a decided weakness, 
for as Henry Carey’s career demonstrates, the development of economic 
thought in nineteenth-century America was as turbulent and dynamic as 
the development of the American economy itself. 
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I. POLITICAL ECONOMY IN NINETEENTH- 
CENTURY AMERICA 


century is essentially a history of classical English political economy. 

The tenets of this school were communicated to the United States, 
where the writings of Smith, Malthus, Mill, and Ricardo were enthusiasti- 
cally adopted by such early American political economists as Henry 
Vethake, John McVickar, Francis Wayland, and Henry Cooper.’ But there 
was also a strain of political economy in the United States at that time that 
opposed the adoption of the alien philosophy of classical political economy. 
This was the nationalistically-oriented American school of economic 
thought, and the foremost member of this movement was the Pennsylvania 
businessman and economist, Henry C. Carey. 


1: development of economic thought to the middle of the nineteenth 


Henry Charles Carey 


Henry Charles Carey, the son of Matthew Carey, an Irish political exile 
and Pennsylvania industrialist, was born in Philadelphia on 15 December 
1793.* He received no formal academic training, but like John Stuart Mill 
was educated by his father.’ Any additional education he had, he acquired 
by reading many of the books that passed through his father’s publishing 
house, Carey and Lea. Henry Carey went to work for his father in 1802, 
when he was nine, and was made a partner at the age of twenty-one. He 
remained in the publishing business, running the family firm until his re- 
tirement in 1835, when he was forty-two.* 

Once he ended his career as a private businessman, Henry Carey devoted 
the remainder of his life to his work in political economy. His economic 
writings began in 1835 with the Essay on the Rate of Wages and stopped 
only on his death in October 1879. Over this period his published works 
had global circulation; they were translated into French, Portuguese, Ger- 
man, Swedish, Russian, and Japanese.” 

Politically, Carey was active in first the Whig and then the Republican 
parties. He served as a delegate to the Republican National Convention of 


‘For a discussion of the views of several early American economists, see P. K. Conkin, 
Prophets of Prosperity, passim. 

> K. W. Rose, “Matthew Carey,”” 472-78. 

? A. Johnson and Ὁ. Malone, Dictionary of American Biography. (New York: C. Scribner's 
Sons, 1937), 3: 487-89. 

* W. Elder, A Memorial of Henry C. Carey, 32. 

°J. R. Turner, The Ricardian Rent Theory, 113. 
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1856, where he received three votes for vice-president, and he also received 
some mention as a possible candidate for president in 1860 as well as for 
governor of Pennsylvania.° However, the only public office he actually 
held was as a delegate to the Pennsylvania Constitutional Convention of 
1872. Nonetheless, he was regarded as a powerful force in Pennsylvania 
politics.” 

He traveled widely, journeying to Europe in 1827, 1857, and 1859. While 
abroad he met John Stuart Mill, Cavour, Humboldt, and Chevalier.® At 
home, his circle of acquaintances formed what were known as the “Carey 
vespers.”’ These were weekly meetings to discuss topical items. Attending 
these discussions were such notables as Joseph Wharton; Congressman 
William “Pig-Iron” Kelley, Carey’s personal spokesman in Congress; Henry 
Vethake; James G. Blaine; and, according to Carey’s biographer William 
Elder, Ulysses S. Grant.’ 

In addition to politics, Carey’s public life included the financing of a 
protectionist journal, The Plough, the Loom, and the Anvil, and he was also 
an editorial writer for Horace Greeley’s New York Tribune, when Greeley 
was in his protectionist phase (1849-1857).'° These activities were totally 
in keeping with Carey’s overriding goal: the economic independence of 
the United States. It comes as no surprise to learn that Carey was an ardent 
nationalist. Whether he drew this sentiment from his anglophobic father 
or developed it on his own, he always believed American security was 
threatened by the economic power of Great Britain. This belief was reflected 
in both his work and in his personality. 

According to his disciple and biographer, William Elder, Carey was not 
an engaging man. He was irascible and quite unsympathetic with those 
who disagreed with him, “‘clinching his deliveries with expletives and ep- 
ithets something out of fashion in society.’’"* Contemporaries also observed 
that Carey hated England with ‘‘all the fervor of a Celt.’”"* This ardor 
extended to his personal opinion of some of his adversaries. As one com- 
mentator remarked: “He is a man of plain speech, and swears like a barge- 
man whenever Mill’s name is mentioned.””*” 

There are, however, more favorable descriptions of Carey’s character 
and they cast him in an entirely different light. With respect to his irascibility, 
one supporter claimed: 


These comments should not be taken too seriously. It is difficult to believe that 
a man with Carey’s superior intellect should personally hate all Englishmen. He 


ὁ Pittsburgh Gazette, 19 June 1856; North American, 20 June 1856 and 26 April 1859; Harrisburg 
Telegram, 18 October 1859. 

7 Elder, A Memorial, 32. 

8 A.D.H. Kaplan, ‘Henry Charles Carey,” 473-74. 

9 Elder, A Memorial, 32. 

10 Ἑ B. Robinson, “Το North American: Advocate of Protection,” 346. 

11 Elder, A Memorial, 34. 

? AL. Perry, Principles of Political Economy, 32-33. 

® T. E. C. Leslie, ‘Political Economy in the United States,” 502. 
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was much indebted to English thinkers, among them Spencer and Senior; and his 
mention of some Englishmen is almost complimentary. Desire to find the truth 
seems to be his one motive. Let an unfavorable doctrine come his way, however, 
and he remonstrated with a spartan-like vigor. That he was positive in his convic- 
tions, dogmatic, wanting in judicial temperament, over-confident, and too much 
one-sided on many questions cannot be denied. He was ultra-optimistic; and to all 
the griefs and trials of man, he was blinded by his beautiful principle of association. 
He was honest, profoundly in earnest, and he labored with zeal for the betterment 
of man.”* 


Two Schools of Thought 


Henry Carey’s personality was reflected in his writings, but it was not 
the only force that shaped his political economy, for the general state of 
economic thought in the United States in his day also had a significant 
influence on him. When he retired from the publishing business in 1835 
and began his career as a political economist, American economists were 
divided, at a first approximation, into two camps. One, the orthodox school, 
followed the teachings of classical political economy. The other, the Amer- 
ican school, attempted to devise a new variety of political economy, based 
on nationalism.’° This concern for the nation-state had its practical expres- 
sion in the belief that the country had a destiny or mission of its own. 
Consequently, those in the American school considered it their duty to 
formulate a political economy that would advance that destiny, a political 
economy based on conditions extant in the United States in their day."® 

The American and orthodox schools differed in several fundamental 
ways. The orthodox group, for example, accepted the Malthusian popu- 
lation theory and the doctrine of Ricardian rent. Adherents to their view 
believed wealth was limited to commercially scarce goods, i.e., those having 
a market value, thereby excluding from the scope of political economy the 
free gifts of nature. This meant that wealth in their yet undeveloped country 
was linked with scarcity rather than abundance, a position that caused 
them to exclude natural agents from their definition of capital.” 

Economists who belonged to the American school rejected this distinction 
between capital and land. As a result, they also rejected the distinction 
between rent and interest as incomes from different agents, an understand- 
able position in a nation where land was freely salable and a common 
object of investment. 


16 Turner, Ricardian Rent, 114. 

J. E. Moffat, “Nationalism and Economic Theory,” 238. See also A. Gruchy, “The Neglected 
American Economists: A Review,”” 147-50. 

16 Political economy was not the only subject in which nationalism was evident in the early 
years of the nineteenth century. Similar trends were noticeable in the arts, letters, and sciences. 
See M. Curti, The Growth of American Thought, 233-55; N. A. Weston, ‘’The Ricardian Epoch 
in American Economics,”’ 27. 

17Ὲ A. Fetter, ‘The Early History of Political Economy in the United States,” 57-58. 
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Orthodox economists advocated free trade, proving their case by showing 
that both the parties benefited in the exchange. Members of the American 
school, more nationalist in outlook, regarded the disproof of any tenet of 
classical political economy as proof of both the fallacy of free trade and 
the wisdom of protection.’® 

If the orthodox school explained poverty by means of the Malthusian 
population theory, nationalists argued that such a doctrine was contradic- 
tory to the tenets of Christianity. They also claimed that poverty could be 
eliminated by overcoming diminishing returns through a greater use of the 
abundant resources of the North American continent.” 

If the orthodox economists saw capital as food, a fund in the employer's 
hands that furnished subsistence for labor, their nationalist opponents 
considered it a means of production, not a saved stock of goods appropriated 
for future consumption.”” Therefore, the nationalists rejected the notion 
that capital accumulation was achieved by thrift. The surest provision for 
future wealth, in their eyes, was an increase in the power to produce.”' 

The two schools differed in their general outlook, their world view. The 
American school was characterized by a philosophy of opportunity and 
optimism based on the abundance of natural resources in the United States. 
Those who shared this position claimed that the orthodox school, applying 
the classical model to America, exhibited a pessimism born in the Malthu- 
sian specter of overpopulation and conditions common in Europe. Fur- 
thermore, while English classicists and their American counterparts stressed 
development through the Smithian notion of self-interest, adherents to the 
nationalist cause emphasized the need for coordination in economic affairs. 
This was due to their idea that, in the likelihood of a divergence of individual 
and national interests, a positive program (usually protection) had to be 
undertaken.** Members of the more nationalist minded American school 
were concerned about the United States as an economic entity, and they 
demanded that it be brought to maturity by government intervention in 
the economic sphere.”° 


Taking Sides 


In Henry Carey’s day the business world adopted the economics of the 
American school, while classical political economy held sway in the nation’s 
colleges and universities. As a result, academic economists criticized anyone 
who espoused a political economy other than classical orthodoxy.** Henry 


18 Tbid., 58-59. 

19 Turner, Ricardian Rent, 194. 

20S. Sherwood, ‘’Tendencies in American Economic Thought,” 24. 

21 Thid., 37-39. 

22 B. Mitchell, “American Radicals Nobody Knows,” 394-95. 

?3 E. L. Bogart, “American Economic Thought,” 86-87. 

4M. J. L. O’Connor, Origins of Academic Economics in the United States, 278; V. L. Parrington, 
“The Beginnings of Critical Realism in America,” 102-105. 
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Carey accepted most of the premises of the nationalist school and in time 
he became its acknowledged leader. Therefore, most of his critics were in 
the classroom. 

A good example of this business-academic dichotomy is found in the 
testimony made to the United States Tariff Commission by one of Carey’s 
followers, Cyrus Elder. Elder complained that most of the nation’s colleges 
taught only free-trade principles, and he offered as proof a letter he had 
received from a Williams College student who claimed that “this college 
always has been and is a hot bed of free trade. . . [and]. . . Henry 
Carey’s name has never been mentioned in a classroom except to be cursed. 

1125 

One particularly astringent academic critic was Simon Newcomb, who 
attacked Carey for using the inductive method. In reviewing Carey’s Prin- 
ciples of Social Science, Newcomb wrote: “‘Mr. Carey’s work is principally 
valuable as an example of the possible aberrations of the human intellect, 
and of the absurdity of the popular method he adopts when applied to 
questions of practical statesmanship.’’”° 

Another doubter was Francis A. Walker, who attacked Carey for opposing 
the Ricardian theory of rent by assuming increasing rather than diminishing 
returns. Walker stated, “In a word, Ricardo’s doctrine can no more be 
impugned than the sun in heaven, and those [i.e., Carey] who mouth at it 
simply show that they do not know what it was Ricardo taught.’’”” 

Carey drew mixed reviews abroad. Luigi Cossa and Ugo Rabbeno, ad- 
verse critics in Italy, charged Carey with “scientific ignorance.’””** And John 
Stuart Mill also voiced some strong opinions of Carey’s work. Writing to 
J. E. Cairns in 1864, Mill complained: 


I have been obliged to read, with a view to my new edition, the most recent and 
voluminous of Carey’s writings, his Principles of Social Science, because his attacks 
on the Ricardo political economy and on free trade are, some of them if not new, 
at least made in new shape, and I have thought it good to give a brief refutation 
of them rather as the book is a good deal thought of by some of the French political 
economists, and is helping to muddle their ideas. The parts of his speculations 
which I have had to attack are really the best parts, as it was not worth while to 
notice any errors, but those which have some affinity with truths.”? 


Mill continued, saying that he regarded it good exercise to ‘show up the 
book,” that Carey’s facts were “untrustworthy,” and that his interpretations 
were “perverse and absurd.’”*° But Mill also observed, despite all his crit- 


25 Report of the United States Tariff Commission (1882): 2355. 

6S. Newcomb, “‘Carey’s Principles of Social Science,” 580. 

27 F. A. Walker, Land and Its Rent, 108. 

8 L. Cossa, An Introduction to the Study of Political Economy, 467; U. Rabbeno, The American 
Commercial Policy, passim. 

9 Letter, J. 5. Mill to J. E. Cairnes, 1 December 1864. Quoted in C. O’Brien, “J. S. Mill and 
J. E. Cairnes,” 280. 

55 Ibid. 
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icisms: ‘‘Withal I cannot dislike the man, for his feelings and his way of 
thinking on general subjects, so far as I can perceive, are usually right.’”** 

It appears, however, that Mill soon had a change of heart. In April 1870 
he wrote, ‘As for Carey’s book, which I think is the very worst book of 
political economy that I have ever toiled through, the only thing I wish to 
do with it is to find somebody who will take the trouble to write a detached 
exposure of it for the American public, on whom I believe it has really 
some influence.’ 

Neither Carey’s book nor his policies had changed between 1864 and 
1870, yet Mill now felt compelled to expose them. The reason? Carey had 
begun to exert a great deal of influence in a very important sector, the 
business community, where his advocacy of protection was most warmly 
received. Here Carey was called the ‘Ajax of Protection,” and hailed as 
the “foremost of political economists.’”*’ It was held that his work in political 
economy would be remembered for what it did “for the welfare of mankind 
. . .fand]. . . public gratitude shall adorn his memory with a fitting mon- 
ument in some appropriate place.’”** 

A Detroit iron manufacturer wrote Carey that he was distributing his 
(Carey’s) literature to his associates. He stated further that, “McClellan 
who nearly ruined this nation by his cowardice gets princely donations. 
You who have saved it [by urging protection] have nothing but the 
empty honor.” | 

Of equal, if not greater, concern to Mill was the fact that Carey was 
gaining support in Europe. A French commentator wrote: “There certainly 
were dissidents [who broke with the accepted theory] and the United States 
furnished one whose merit was generally recognized in Europe, and who 
had disciples there. I speak of Carey.’’*° In Italy Carey was described as 
the ‘‘greatest American economist.’’*” 

Frank Fetter, writing in the International Monthly at the turn of the cen- 
tury, observed: 


Before Francis A. Walker, only one American economist, Henry C. Carey, enjoyed 
any considerable reputation abroad—where, indeed, his reputation is greater than 
among his own countrymen—and he gained this by calling attention to the peculiar 
conditions existing in a new country.” 


When a contemporary observed that ‘‘five-sevenths of the newspaper 
offices of the day served as his pulpit and his arguments were in the mouths 


31 Tbid. 

* Letter, J. S. Mill to J. E. Cairnes, 27 April 1870. 

33 Chicago Inter-Ocean, 16 December 1893; Bulletin of the American Iron and Steel Association, 
27 December 1893. 

54 Industrial World, 28 May 1891. 

3° Elder, A Memorial, 33. 

°° M. Block, ‘’Progress of Economic Ideas in France,” 15. 

°” A. Loria, ‘Economics in Italy,’’ 63. 

38 FA. Fetter, “An American Economist,” 128. 
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of half the business men and farmers of the country,” he was not exag- 
gerating.”” 

Henry Carey’s political economy was never very well received in the 
nation’s colleges, but it gained substantial support in the rest of the com- 
munity. To his supporters, it served as a rallying point for nationalist feelings 
and protectionist demands during the latter portion of the nineteenth cen- 
tury. Perhaps the best statement of his popularity is in an editorial that 
appeared in the Philadelphia Inquirer during the depression of 1893. 


At the present time, when so many thousands of Americans who in 1892 were 
surrounded by every sign of prosperity are without food and the necessaries of life, 
it is well to recall the patriotic efforts of the great American political economist 
whose life was devoted to an elucidation of the economic principles which Americans 
of today have seen demonstrated by inversion. It is striking coincidence that on 
the hundredth anniversary of Carey’s birth-month the whole nation, in sackcloth 
and ashes, should be bearing witness to the eternal truths of Carey’s teachings.*° 


There is little doubt Carey was a very controversial figure. This is clear 
from the intense feelings he generated in both his supporters and his critics. 
Carey’s purpose in studying political economy was equally controversial. 
He hoped to introduce a new model based on conditions existing in the 
United States in his time. Reflecting his nationalism, this new system had 
as its goal nothing less than the development of the American economy. 
As will be shown, Carey’s conclusions and policy prescriptions were often 
more visionary than analytical. Nevertheless, his political economy remains 
the best example of an early American attempt to formulate an economic 
system founded on the view that classical political economy, as developed 
in Great Britain, was not applicable to the United States because of the 
great environmental differences between these two countries. 


5. C. H. Levermore, “Henry C. Carey and His Social System,” 572-73. 
10 Philadelphia Inquirer, 25 December 1893. 


II. A NEW METHODOLOGY 
AND A THEORY OF VALUE 


enry Carey’s lifelong ambition was to formulate a new version of 

political economy, one that differed from the orthodox classical 

model in both means and ends. To do this would require the 

construction of an entirely new system, but the first thing that had to be 

done was to devise a new methodology. There is little doubt the nineteenth 

century was the highwater mark of a priori, deductive analysis. Thus the 
way of methodological innovation was clear. 


A New Methodology 


In rebuilding classical political economy, Henry Carey started by making 
two basic changes. These were the role he assigned the political economist, 
and the methodological approach required for the scientific examination 
of economic phenomena. Unlike Nassau Senior, the great classical econ- 
omist who maintained that political economy was positive in nature, Carey 
regarded the discipline as something quite different.’ For Henry Carey, 
strongly influenced by nationalist tendencies, political economy was a nor- 
mative science. This conclusion was reflected in what he thought economists 
should do. Senior had limited the duties of economists to examining and 
describing the laws of nature, claiming that neither “sympathy” nor “dis- 
gust’ nor “reverence” had any place in their work.* Carey charged them 
with a heavier responsibility: they were to improve the human condition. 
As Carey argued, the political economist was to “ascertain what is the 
mode in which the labour of the nation can be applied, so as to enable the 
labourer to command the greatest amount of comforts with the smallest 
sacrifice.’ This was entirely in keeping with his view that “the great object 
of political economy, and its chief claim to attention . . . [is]. . . the 
promotion of the happiness of nations.’ 

This concern with the “greatest amount of comforts’ went beyond the 
usual classical concept of individual maximization of consumer satisfaction. 
Carey had a broader definition of economics, one in which moral improve- 
ment also played a role. ‘In opposition to those who define political econ- 


'H. Carey, Principles of Political Economy 1: xiv (hereafter referred to as Een iee) N. 
Senior, An Outline of the Science of Political Economy, 1-5. 

2Η. Carey, Principles of Social Science 1: 196 (hereafter referred to as Social Science); Scaler 
ibid. 

> H. Carey, Essay on the Rate of Wages, 250 (hereafter referred to as Essay). 

* Tbid., 249. 
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omy to be the science of wealth, or of exchange,” he wrote, ““‘we have 
defined it as that which treats of those phenomena of society which arise 
out of the desire of mankind to maintain and improve their condition.’” 
True, this condition included the material aspects of life, but economics, 
Carey held, must also consider man’s general happiness, prosperity, and 
power: “Power . . . over himself, his faculties, and the numerous and 
wonderful forces provided for his use.’’° In short, political economy was 
more than simply a study of man in his constant pursuit of wealth; it was 
a study of the ways in which man could improve himself in all respects.’ 

In Carey’s judgment, classical political economy was a field in which 
“we have the politico-economical man, on the one hand influenced solely 
by the thought of wealth and on the other so entirely under the control of 
sexual passion as to be at all times ready to indulge it, however greatly 
such indulgence may tend to prevent the growth of wealth.’ 

By contrast, there was his own system, a structure in which material 
conditions were important but not to the exclusion of every other aspect 
of human development. Of equal, or even greater, importance were the 
questions of moral and social growth. For man was more than an economic 
automaton, getting and begetting; he was also motivated by a desire for 
happiness and moral improvement. 

To illustrate his expanded definition of economics, Carey introduced two 
essential terms: happiness and wealth. The former was a rather vague state 
of general contentment; the latter concerned man’s power over nature. The 
relationship between the two was that happiness was related directly to 
wealth and inversely related to nature’s power over man.’ In the course 
of economic development, as man gained greater power over nature, his 
wealth increased, and as his wealth increased, so did his happiness. Thus 
Carey agreed with the utilitarian premise that associated happiness with 
wealth, but he differed from it as well, for his version of wealth had another 
dimension: it included man’s mastery of his environment, man against 
nature. It followed, therefore, that as long as man prevailed in this struggle, 
as long as the hostile environment was being tamed, happiness and wealth 
were on the increase. 

Carey contrasted this view with the role of nature in the classical model. 
There life appeared to be a struggle in which nature was achieving mastery 
over man. But in the United States, a developing economy with what ap- 
peared to be unlimited natural resources, man was gaining mastery over 
nature.’ Carey was struck by the difference between an insular society 
facing diminishing returns in agriculture and a yet undeveloped continental 


> Principles 3: 258. 

ὁ Social Science 1: 194. 

7 Tbid., 28. 

8 Ibid., 29. 

9 Ibid., 181. 

0S. Patten, The Theory of Dynamic Economics, 21. 
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society, and it is not surprising that he rejected the pessimistic scarcity 
concept of wealth for a more optimistic one involving happiness. 

This philosophical reaction against the classical model was a natural 
outgrowth of Carey’s environmental conditioning. A knowledge of the 
state of agricultural production in the United States caused him to doubt 
the pessimistic physical laws which the classical school used as a basis for 
theorizing. He was not alone in this view, for as Simon Patten, another 
Pennsylvanian, later stated, “It was no longer possible to defend a system 
of political economy that determined the productive power of a society, 
and the income of its members, solely by making deductions from the laws 
of rent, and of diminishing returns." 


Induction and the Mathematical Method 


Henry Carey’s second methodological innovation was the use of induc- 
tion. This was a decided break with the a priori techniques of the classical 
school. For Carey, the problem with political economists who used the 
latter was that “almost all approach the subject with a set of prejudices 
and instead of patiently collecting facts, and constructing theories there- 
from, the theory is first constructed . . . and then as many facts are 
taken as tend to support it, omitting all notice of those which have a contrary 
tendency.” 

Carey offered what he regarded as a more scientific approach to political 
economy, one that first examined the facts and then moved to the con- 
struction of a theory. Only by proceeding in this way, he maintained, could 
the political economist determine the ‘various disturbing causes” which 
impeded man’s attempt to improve his condition. But there was more. 
After the data were examined and the theory constructed, Carey held that 
the most important step still remained: rigorous tests of the theory. Tests 
were made in the natural sciences, he said, and they are carried out in the 
practical arts. Many machines, he pointed out, “which in theory appear 
perfect, fail entirely’ when tested, but this, he thought, was precisely where 
political economy was weakest. If only many of the currently held theories 
“had been so tested [it] would have been found not only that many more 
important phenomena were left entirely unexplained, but that they were 
in direct opposition to the doctrines now most generally received.’’’* For 
Henry Carey, political economy was not to be based “exclusively upon 
reasoning.” Rather, ‘‘theories must be tested by facts, and if not confirmed 
thereby, they must be rejected.’’"* 

A prime example of the problems of the a priori approach was the Mal- 
thusian population theory. As Carey stated, ‘it is held by many writers 
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that increase of population is necessarily accompanied by increased difficulty 
of obtaining the means of subsistence. If the theory be sound, facts must 
prove it.’ To this end he investigated living conditions in America, and 
he found that this ‘‘necessity’” had not occurred. He concluded, therefore, 
that the classical approach was in error, because this particular theory, 
based upon European experience, did not hold when applied to another 
set of facts. The classical model had to be rejected as far as its relevance 
to the United States was concerned."® 

In reconstructing classical political economy, Carey devised a method- 
ology that defined economics as a normative science, and he assigned the 
political economist the task of aiding mankind in its struggle towards im- 
provement. Another major problem yet remained: the lack of any certain 
principles by which economic behavior could be explained. He knew there 
were universal laws in the physical sciences, and knowledge of these laws 
had been gained by isolating the causes that govern matter in its daily 
operation. Carey thought political economy was also a science; it followed 
that there must be universal laws governing economic behavior. 

Unfortunately, this did not seem to be the case. As far as he knew, 
nowhere was the dearth of such laws greater than in political economy. 
Why was this so? Because political economy, as it had developed to his 
day, was a science based on assumptions, theories, and personal bias.’” It 
was a subject taught by philosophers ‘who look inward” to their own 
minds for the laws which rule man and matter, rather than studying “the 
movements of the people by whom they are surrounded.”’”® 

To move political economy out of this rut, Carey claimed two things 
had to be done. First, as noted above, induction had to replace deduction; 
and second, verification tests had to be carried out. To accomplish the 
former was simple; to undertake the latter he offered his ‘“mathematical 
method,” a technique that used empirical data to test all hypotheses.” 
Together these changes, Carey maintained, would transform political 
economy into a rigorous science. They would force political economists to 
rely on statistical evidence, and they would save the discipline. Otherwise,. 


15 Tbhid., vi. 
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17Ὴ, Carey, Unity of Law, 70-73. 

18 H. Carey, Money, 28. 

Social Science 1: 13, 25. 


12 RODNEY J. MORRISON 


Carey warned, political economy would have the same relation to the real 
world “that the observations of the Chaldean shepherds bear to modern 
astronomy.”’”° 

This was logical positivism, and Carey readily admitted he had not dis- 
covered the mathematical method. Credit, instead, should be given to Au- 
guste Comte, who had proposed the mathematical method for use in the 
physical sciences. Comte had, however, rejected its use in the social sciences, 
because they were subjects that focused on global entities. For Comte the 
study of society was a matter of synthesis, not analysis, and that made the 
mathematical method inappropriate for use in the social sciences.”! 

Carey disagreed. He argued that if Comte’s methodology were followed, 
to understand the components of any compound (society) one must begin 
by studying the compound itself. Carey’s own position was that until we 
know what goes into a compound, we can never truly know what it is. 
Therefore, if we first gain some knowledge of the component parts, we 
will have a greater knowledge of the whole. Only then can predictions be 
made about similar compounds. In sum, he likened Comte’s approach to 
that of a doctor who would study medicine by studying the body as a 
whole rather than its organs.” 

Carey differed from Comte in another respect. Comte placed political 
economy in the metaphysical stage of reasoning. There he studied how 
things come to have their present form. Carey was more interested in what 
something was rather than how it came to be. He wanted the political 
economist to study the economic behavior of society by resolving it into 
its components and studying each part separately, ascertaining “how it 
would act if left to itself, and comparing what would be its independent 
action with what we see to be its action.. . .””* If several forces “unite to 
produce any given result, each should be studied separately, and treated 
as if no others existed.. . .’’74 Once this was done, the political economist 
could move from the microeconomic level to the macroeconomic, invoking 
what Carey called the law of the “composition of forces.”” This law requires 
that all the individual forces that produce a given effect be examined before 
the investigator can deal with aggregate behavior.” 

Substituting induction for deduction and urging that empirical tests be 
carried out put Carey in very sound methodological company. Searching 
for universal physical laws in the social sciences did not. The quest for 
universality, when taken with his emphasis on conditions peculiar to the 
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United States, laid him open to the charge that he was as inconsistent as 
his opponents. This is particularly true of his analysis of the question of 
value. The period in which Carey wrote, 1835-79, was one of great struc- 
tural change, and nowhere was this more evident than in American agri- 
culture and industry. A growing capital stock and technological advances 
had brought about substantial increases in the productivity of American 
labor, influencing the way Carey approached the theory of value. 


A Cost of Reproduction Theory of Value 


The theory of value, as it developed before the marginalist revolution, 
is one of the most difficult concepts in the history of early political economy. 
Almost every writer at one time or another attempted to explain the causes 
and measures of value. Ultimately, most of them dealt with the concepts 
of the labor commanded by or the labor embodied in commodities. 

In this respect Henry Carey was in the mainstream of nineteenth-century 
political economy. Despite his eagerness to be different, his initial treatment 
of this topic reads like that of many of the classical writers. He discussed 
the problems of use-value and value in exchange, using the familiar ex- 
amples of diamonds and water, beavers and deer. Like Adam Smith, he 
focused his inquiry on the explanation of value in exchange. Indeed, until 
one reaches the substance of Carey’s discussion of value, there is little to 
distinguish his argument from Smith’s. 

Like most nineteenth-century theorists, Carey first tried to explain the 
cause of value. To do so he used the typical example of the one-factor, 
primitive economy where hunters use their labor to capture game which 
they then trade with one another. Not surprisingly, labor is put forward 
as the cause of value: ‘’Such is the case with all commodities, or things, all 
of which derive their value from the labour which has been applied to 
their production at the time and place which they are required.’”’*° 

The next step was to determine a measure of value. Here Carey argued, 
“in measuring value, the first and most natural idea is to compare the 
commodities produced with the labour that has been expended in their 
production. In exchanging, the most obvious mode is to give labour for 
labour.’’*” 

In these definitions, Carey ran two themes together. Labor was both the 
cause and the measure of value, a value determined both by the labor 
embodied in a commodity and by the labor it can command. At first this 
appears untenable, but within the context of his example, a one-factor 
economy, and assuming constant costs, his analysis is theoretically sound. 
Obviously, as soon as additional factors of production are introduced and 
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the economy moves away from the primitive state, unless changes are 
made, this analysis will be wrong. 

The final concept needed to determine value was an invariant standard, 
and it was at this point that Carey broke with Smith. Smith had chosen 
two things to express prices in absolute terms. In the short run he used 
silver; in the long run he chose wage-units, expressed in terms of quantities 
of corn.” 

Carey rejected both. With respect to specie, he argued that its value 
changed because of changes in its cost of production. He also rejected the 
use of any commodity, primarily by means of a demand and supply analysis. 


If the standard were tobacco, and the use of it should be discontinued, or di- 
minished, it would fall below the cost of production, and the price of all other 
commodities would rise, because a greater quantity of tobacco would be given for 
them, until the supply of the latter should be diminished so as to correspond with 
the demand.” 


In fact, he wrote, if any commodity were chosen to serve as an absolute 
price, ‘‘any circumstance that might lessen the demand for an article, would 
tend to lessen its value when compared with other articles... .”” Thus, “‘if 
it [the article which is falling in demand] should be the one that has been 
adopted as the standard of comparison, prices would rise.’’”*’ Consequently, 
he rejected both specie and commodities as invariant standards and chose 
labor. However, as will be shown, this caused him no end of theoretical 
difficulties. 

Carey was now ready to explain value in an economy that had progressed 
beyond the primitive state. He made the following assumptions: the econ- 
omy was above the subsistence level, and there were stocks of commodities 
in existence; labor was no longer the sole factor of production, for capital 
equipment was available. And, like many of his contemporaries, he assumed 
that capital was the product of previous labor.*? 

Taken together, these assumptions presented Carey with an insur- 
mountable theoretical problem. For in an advanced economy, with more 
than one factor of production, there would no longer be a coincidence 
between the labor embodied in a commodity and the labor commanded 
by that commodity. If labor were the cause of value, this divergence had 
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to be explained. To do so, he devised a new theory of value, a theory based 
upon the cost of reproducing an article.*? 

To illustrate this theory, Carey used a two-consumer, two-good model. 
The goods were fish and fuel (wood), and exchanges (sales) were made 
out of inventories or stocks. Axes, a form of capital equipment, were used 
in the production of the fuel. Carey was a keen observer of current events. 
He was well aware that the productivity of American labor was rising 
throughout the period in which he wrote, and he incorporated this fact 
into his theory of value. 

As he explained it, ‘If, now, one of the parties chanced to have more 
fish than he required, while the other had a surplus of fuel, the latter would 
give twice as much as he would have done before the axes were made, 
knowing that he could reproduce that quantity with the same expenditure 
of labour that previously had been required for half of 11... The fuel be- 
comes less valuable because it embodies less labor, so the individual is 
willing to give up more fuel for a given amount of fish. 

This explains how relative prices are determined, albeit without reference 
to demand. Notice what has happened to labor: it has become more pro- 
ductive, more valuable. ‘In any exchange that might be made out of the 
stock already existing, the value would be determined by the labour required 
for its reproduction, and not by that which it had cost to produce.’”** Present 
labor, Carey argued, aided by capital, is more productive than past labor. 
Therefore, he concluded, “the cost of production would no longer be the 
measure of value, the cost at which they [the goods] could be reproduced 
having fallen.’’*’ Because the cost of reproduction is less than the cost of 
production, the value of the commodity in terms of embodied labor must 
be lower. And labor, due to the increase in its productivity, has become 
more valuable. “The acquisition of the axe would increase the value of 
labour, when estimated in houses or fuel, and lessen the value of houses 
or fuel, when estimated in labour.’’*° 

This was how he tried to explain the divergence between the concepts 
of labor-commanded and labor-embodied. At the moment of production, 
the value of commodities is measured by the quantity of labor required to 
produce them. There is a coincidence between the two concepts in the 
short run. In the long run, given an improvement in production methods, 
labor becomes more productive. Therefore, it takes less labor to reproduce 
the goods now held in stock. So the value of goods in terms of labor falls, 
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and the value of labor in terms of goods rises. This explains the divergence 
between labor-embodied and labor-commanded. 

It is clear why Carey developed a cost of reproduction theory of value. 
As labor becomes more productive, less is embodied in any given com- 
modity, and the value of the commodity in terms of labor falls. As labor’s 
productivity increases, however, labor becomes more valuable in terms of 
commodities. Labor’s value is changing and there is no longer a coincidence 
between labor-commanded and labor-embodied. How to resolve this di- 
vergence? Use a cost of reproduction theory of value. 

Carey rejected a cost of production theory of value, but without the 
concept of subjective utility and a consideration of the role of demand, he 
was bound to fail in his attempt to explain value. He knew capital made 
a contribution to production, but he was unable to incorporate this into 
his theory. He was determined to attribute value to labor and to use labor 
as his standard or measure. These facts and perhaps an innate obduracy 
led him to some rather tenuous reasoning. Too astute an observer of current 
events not to notice that labor’s value was changing, he developed his cost 
of reproduction theory of value. 


Welfare Economics 


By neoclassical standards, Carey’s theory is untenable. His motives are 
understandable, yet he did little to advance the theory of value. At best, 
he had described a change in relative prices. Nonetheless, his work in this 
area has some merit, considered not as a theory of value but as an exercise 
in welfare economics. Here, once again, his surroundings played an im- 
portant role. 

In his methodology Carey related wealth and happiness to the nexus 
that exists between man and his environment. This same relationship reap- 
peared in his theory of value, albeit in a different guise. Here Carey spoke 
of value as “the measure of nature’s power over man; of the resistance she 
offers to the gratification of his desires.’ By defining value as “the re- 
sistance to be overcome,’’ Carey was concerned with real sacrifice; measured 
in these terms, value would be high where nature’s power over man was 
great. This would be in an undeveloped economy, where man was still 
struggling with the environment. As improvements took place, as the wil- 
derness was pushed back, as the economy developed, this resistance would 
be lessened. In short, nature’s power over man would fall. 

In his theory of value Carey argued that as society advances man can 
reproduce goods with less effort than in an earlier stage of development. 


°7H. Carey, The Unity of Law, 376. Alfred Marshall claimed that Carey spoke only in 
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This is not a rigorous explanation of relative price determination, but rather 
an indication of what is happening to society’s welfare. If production can 
be carried on with less effort—less real sacrifice than in the past—then 
society’s welfare has increased. 

Carey even developed an index of this change in welfare: he formulated 
the concept of labor-saved. Catching fish with one’s hands takes a great 
deal of effort; with the use of a hook, ‘““man is now enabled to obtain fish 
at even less cost of labour.’’*® Aided by capital equipment, man can catch 
fish (reproduce them) with less labor than before. The principle can be 
generalized. If it takes ten hours to produce a good, and by using capital 
or through some technological change the same item can be reproduced 
in five hours, it should, in Carey’s terms, exchange for something worth 
five hours of labor. This does not explain the determination of relative 
prices, but it does say something about society’s welfare. The differential 
of five hours represents labor saved, a kind of consumer surplus, and as 
this surplus grows, so does welfare. As man tames the environment, as he 
assumes mastery over nature, his welfare increases.” 

Twentieth-century environmentalists attribute much of the world’s 
present ecological crisis to the philosophy that “man and nature are two 
things, and man is master.’’*° It was not always so, and Henry Carey cer- 
tainly did not take that view. As long as society was in an early stage of 
development, nature was considered as something to be overcome; and as 
the environment was tamed, as the frontier was pushed back, welfare 
(happiness, for Carey) increased. This is quite different from current per- 
ceptions of the environment, but taken in the context of nineteenth-century 
America, it is a realistic evaluation of the relationship between man and 
nature in an undeveloped country. 


Summary 


Henry Carey expressed his value theory in real terms. There was some 
confusion in his explanation, but the concept of disutility, real sacrifice, 
was present in his analysis. Unfortunately, his theory of value was deficient 
because he failed to emphasize demand and subjective utility; nor did he 
explain factor-price determination. In this, however, he was not alone, for 
many earlier economists and many of his contemporaries also failed to 
explain adequately how prices are determined. He had a labor theory of 
value, yet it was not solely an analytical theory. He did not envision an 
expropriation of surplus value. He attributed a return to capital, but he 
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was unable to integrate this into his theory of value. In order to overcome 
the divergence between labor-commanded and labor-embodied, he de- 
veloped his cost of reproduction. This was not a great contribution to value 
theory, but considered as an analysis of what was happening to society’s 
welfare, it was an ingenious development. Given his concern over man’s 
gaining mastery over nature, Carey illustrates graphically how nineteenth- 
century Americans regarded their environment: it was not something to 
be conserved, it was an obstacle to be overcome, a resource earmarked for 
exploitation. 


Ill. DISTRIBUTION: LABOR, CAPITAL, AND LAND 


aving completed his methodological reformulation of political 
economy and his reconstruction of the theory of value, Henry 


Carey next turned his attention to the question of distribution. 
He analysed how national income was shared by the three traditional factors 
of production: land, labor, and capital. His treatment of functional shares 
played a critical role in his attack on the two pillars of the classical orthodoxy: 
Malthusian population theory and Ricardian rent. It was in this context 
that he first enunciated his axiom explaining the long-run distribution of 
national income. 


The Wages Fund 


Carey’s aggregate theory of wages was primarily a reworking of the 
classical doctrine of the wages fund. After rent was deducted from total 
product, the residual was available to capital, and labor was paid from the 
amount placed in the fund by the owners of capital. This relationship was 
such that in the long run, “if capital increases more rapidly than population, 
the ratio of production, or revenue, to population, will increase, and wages 
will rise, but if population increases more rapidly than capital, the contrary 
effect must be produced and wages must fall.’’”* In the long run, wages are 
determined by the capital set aside for wage payments and by the size of 
the population. 

Carey’s statement of the wages fund, as was true of his theory of value, 
is evidence of his early flirtation with classical doctrine. Despite his antipathy 
to that particular school, he was not entirely free of its influence. But there 
are signs of his dissatisfaction with the classical model. For example, he 
did not envision wages falling to a subsistence level in the long run; on 
the contrary, he disagreed strongly with that prospect, and most of his 
discussion of wages was a heated denunciation of the Malthusian popu- 
lation theory as applied to the United States. 

His disagreement with Malthus came from his interpretation that the 
Malthusian theory implied that wages would fall to a subsistence level 
because of overpopulation. What he found most distressing was that this 
movement was inevitable; to refute it, he used his mathematical method. 

His first point was that the standard of living in the United States, mea- 
sured by the level of real wages, had improved over time. To support this 
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observation he cited statistics of rising savings accounts and higher real 
wages of such craftsmen as bricklayers and carpenters.” 

A second point was his criticism of the measure Malthus had used to 
prove that living standards had fallen. Malthus had devised an index, using 
the price of wheat as a deflator, and Carey charged he had used unrepre- 
sentative years as a base. In addition, this index did not take into account 
any commodity substitution that might occur.’ Finally, Carey argued, Mal- 
thus had only considered that period in history when the economy was in 
a “rude and primitive state,” omitting any consideration of man in more 
civilized circumstances. 

Carey wrote, ‘To argue from facts thus obtained, is like constructing a 
theory of the tides from a collection on mill dams.’’* Everywhere he looked, 
using his mathematical method, he found the exact opposite of what Mal- 
thus had predicted. Population in the United States had grown markedly; 
living conditions, reflected in the level of real wages, had improved greatly; 
commodity substitution had taken place; and society had moved to a higher 
level. Only one conclusion was possible: Malthus was wrong!” 

Carey was no fool. He was aware there was poverty in the world, and 
he knew it had to be explained, but he was unwilling to resort to over- 
population as a cause. To accept the Malthusian argument would absolve 
man from any responsibility and claim that poverty ‘‘arises out of a mistake 
in the Deity, who fitted man to increase in geometrical ratio, while he 
permitted the fruits of the earth to increase in an arithmetical ratio only, 
thus making poverty and misery inseparable accompaniments of the hu- 
man race.’”° 

For his part, Carey placed the blame a little closer to home; namely, on 
man himself. Writing in the then relatively unpopulated United States, he 
did not see overpopulation as inevitable, nor did he see it as the general 
cause of poverty. 


This result is highly unsatisfactory to us, as it transfers to the Deity what should 
rest upon our own shoulders, and we then invent the starvation check; discourage 
matrimony that we may promote profligacy, and thus check population, while the 
earth is as yet, in a great measure, untouched and is capable of supporting thousands 
of millions in those parts where cultivation is almost unknown.’ 


How did he explain poverty? It was the result of an insufficient rate of 
growth of capital. But this was not due to a fall in the rate of profit; rather, 
“capital has a tendency to increase more rapidly than population, and it 
will do so, when not prevented by disturbing causes, the most important 
of which are. . . insecurity of person and property, heavy taxation, re- 
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strictions of action or of trade, all tending to produce want of industry.’ 
In short, poverty was an institutional problem, a condition created by man’s 
interference with the natural rate of capital accumulation. 

Carey next turned to the question of whether overpopulation could ever 
be a problem. He agreed that it was biologically possible, but he also thought 
it very unlikely.’ In his methodology, Carey put forward a specific view of 
the nature of man, which was reflected in his thoughts on population 
growth. Carey believed the natural rate of increase of population would 
fall, not as a result of any Malthusian checks, but from something inherent 
in man himself, something that went beyond moral restraint. 

He based this belief on Herbert Spencer’s assertion that advances in 
civilization would be accompanied by a decline in the fecundity of man.”° 
From this Carey argued that the rate of increase in numbers of a given 
species was inversely related to its level of development. Man was the 
highest creature in the hierarchy of development; consequently, he would 
have the lowest rate of population increase. This rate of increase, moreover, 
would fall as society advanced, and excessive population growth simply 
would not occur. It might be a biological possibility, but it was contrary to 
man’s societal nature." 

Much of Carey’s disagreement with Malthus was due to his pragmatism. 
He looked around and simply did not see any of Malthus’s dire observations 
or predictions borne out by conditions in the United States in his time, so 
he took it upon himself to refute Malthus. But his refutation soon became 
as general, as universal, as the theory he set out to disprove. Not content 
with denying the applicability of that theory to the United States in his 
day, he rejected its applicability anywhere in the world. 

For Carey, in the long run real wages would rise, but this would not 
lead to population increases; this condition would continue as long as capital 
increased at a greater rate than population. A decrease in the standard of 
living would not be caused by excessive population growth. The danger 
lay elsewhere. It would occur only if there were some interference with 
the growth of capital. 


Returns to Capital 


At first it appeared that, unlike many early political economists who 
adopted a labor theory of value, Carey would have little difficulty with the 
philosophical problems caused by distributing a share of national income 
to capital. Capital, he wrote, “deserved” a return because it contributed to 
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the productivity of labor. And even after stating that capital was “ἃ result 
of the accumulated mental and physical efforts of the past,” the usual 
problem of stored-up labor did not disturb him.'* Capital was the result 
of past exertions and the labor that had produced it had been paid, once 
and for all.’° 

Nor did it appear that he was disturbed by the difference between the 
market value of the labor embodied in a piece of capital equipment and 
the labor it could command. He had already explained this with his cost 
of reproduction theory of value. 

Actually, Carey did have reservations about why capital received a return. 
His uncertainty is manifest in the many shifts he made on this point. At 
various times he argued that capital was paid because its owner expended 
time in its production; or because of the abstinence undertaken by capitalists; 
or because capital freed labor from those tasks it had formerly performed, 
thus entering into the process of saving labor.’* The list continued, for 
Carey never settled on any one specific reason why, in a scheme that was 
based upon a labor theory of value, capital received a share of national 
income. He had avoided the issue in his theory of value, and he would do 
so again in his theory of distribution. 

As for the return to capital, Carey spoke of it as both profit and interest.’” 
This was another vestige of his early readings in classical political economy. 
In many instances classical economists did not distinguish between profit 
and interest, holding that the former was equivalent to the market rate of 
interest. This is similar to the neoclassical proposition that, in a riskless 
situation, at equilibrium, the pure rate of interest, the marginal productivity 
of capital, is equal to the market rate of interest. From the time of Adam 
Smith, political economists ignored the distinction between the two returns 
and Carey was simply following that tradition."® 

In discussing profits, Carey made an important contribution regarding 
implicit returns. He held that the existing definition of profits should be 
refined, because capital owners should take into account the return due 
them for their managerial function or the specific skill they bring to an 
enterprise. “It is usual to speak of similar operations as yielding profits,” 
he wrote, “but . . . [the] additional reward will always be found to be 
received as compensation for risk incurred, for the exercise of skill, or for 
the devotion of time; and therefore to be included under the term wages.’””” 
He also had a notion that approximated normal returns, for he held that, 
“no one will continue to produce any commodity, unless it will yield him | 
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the ordinary wages and the ordinary profits of the capital he is required to 
employ.’”® 

Carey was very much in favor of the increased use made of capital in 
the American economy. He was not a Luddite. He saw that the high pro- 
ductivity of American labor was due, in large measure, to a high capital- 
labor ratio. He had little fear of structural unemployment. He knew wages 
were high in the United States, and because labor was expensive, employers 
were substituting capital in their production functions. But this presented 
no problem for American labor, because workers could get jobs quite readily. 
His observation was that ‘the rapid growth of capital produces so great a 
demand for labour, that those who are thrown out of one employment are 
speedily absorbed by another.. . .’”” In effect, aggregate demand, stim- 
ulated by capital investment, provided sufficient job opportunities. 


The Distribution between Capital and Labor 


To this point, in his discussion of capital and labor, Carey had claimed 
wages would continue to increase because capital was growing at a greater 
rate than population. Capital also contributed to production in other ways, 
so despite a labor theory of value, of sorts, the working class was not being 
exploited by the capitalist. There remained, however, the problem of ex- 
plaining how income was distributed between these two classes (or factors). 

In the classical model, as a result of diminishing returns, a falling rate 
of profit, and a growing population, society would move to a stationary 
state, where wages would be at a subsistence level. Carey set out with 
nearly the same theory of wages, but he reached an entirely different set 
of conclusions: at the heart of his model was a distribution axiom that 
would plot out quite a different course for society. 

Carey still felt some uneasiness, because he was not able to integrate 
capital’s return into his theory of value, and he still had to provide a long- 
run growth path for society that would be different from the classical one. 
His problem was twofold: how to achieve sufficient growth of capital for 
wages to remain above the subsistence level; and how to explain the return 
to capital in the face of a theory of value where labor was the only cause 
of value. If he failed in the first, he reduced labor to a subsistence wage. 
Failure in the second meant there was an expropriation of what belonged 
to labor. In either case his new system was in trouble. 

He began by remarking that, as society developed and as national income 
increased, the following distribution would take place. 


The labourer’s share has increased; and—the total product having largely in- 
creased—the augmentation of his quantity is very great. That of the capitalist has 


18 Tbhid., 240. 
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diminished in proportion; but—the product having so much increased—this re- 
duction of proportion has been accompanied by a larger increase of quantity. Both 
thus profit greatly by the improvements that have been effected. With every further 
movement in the same direction, the same results continue to be obtained—the 
proportion of the labourer increasing with every increase in the productiveness of 
effort—the proportion of the capitalist as steadily diminishing, with constant increase 
of quantity, and equally constant tendency towards equality among the various 
portions of which society is composed.”° 


Here is a theory that precludes wages from falling to a subsistence level. 
By avoiding a discussion of the rate of profit and by basing capital accu- 
mulation on absolute shares, Carey concluded that capital would continue 
to grow at a sufficient rate. As for the possibility of exploitation, that was 
eliminated as well. Even if the capitalist is not entitled to a return, don’t 
worry. Capital gets less; its relative share will fall with the passage of time. 
Given this tendency towards equality in the relative shares of national 
income, moreover, one needn’t fear the possibility of labor revolting against 
the capitalist. Because both are approaching an equal footing, class harmony 
will prevail, and the system will be saved. 

Henry Carey’s description of labor and capital in nineteenth-century 
America is an accurate one. American labor was well paid; it was productive; 
and it was combined with increasing amounts of capital. Nonetheless, Carey 
remained uneasy about distributing a share to capital, because he had been 
unable to incorporate it into his theory of value. To solve this problem, he 
formulated an axiom he hoped would soften charges of exploitation, as 
well as keep wages above subsistence. 

His explanation of distribution was weak because, unlike marginal pro- 
ductivity theory, for example, it was not based on a theory of factor pricing. 
The internal evidence points to. the fact that this axiom was as deductive 
as anything in the classical model. Taken as a prediction, it fares a little 
better. Labor’s relative share of national income in the United States has 
increased since his time and capital’s has fallen, the absolute shares of both 
increasing. But given the constancy of relative shares in more recent times, 
his prediction of equality is nowhere borne out. 


A Theory of Rent 


The final element in Henry Carey’s theory of distribution was rent. This 
was a crucial consideration, for in his interpretation of the classical model 
an increasing share of national income went to the landowner. This meant 
that capital’s share, which was a residual, had to fall. And given an in- 
creasing population, even without excessive rates of growth, wages were 
bound to go to the subsistence level. Consequently, all economic progress 


20 Principles 3: 102. Carey indicated that technological change in his day was laborsaving. 
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would stop. He had already eliminated overpopulation as a cause of pov- 
erty; now he believed it essential to eliminate increasing rent as well. 

Carey interpreted classical rent as a two-staged process. First, as more 
and more factors are applied on the intensive margin, diminishing returns 
are encountered. As a result, production is moved out along the extensive 
margin. As this second movement takes place, land of poorer quality, less 
fertile land, is brought under cultivation. As a result of these movements, 
rent rises, less of national income is left for capital accumulation, and society 
falls toward a low level of existence. 

The first point Carey wanted to establish was that diminishing returns 
were not yet operative in the United States. It must be remembered that 
most of the discussion of this technical phenomenon in the nineteenth 
century referred to its operation in agriculture. This is the sector where the 
formulators of the concept generally considered it, and Carey followed 
suit. Carey attacked diminishing returns in the same way he had attacked 
the Malthusian population theory. Ever the practical man, he did not argue 
by means of rhetorical devices. His rebuttal was based on his observation 
of the world. 

His understanding of diminishing returns was that its ultimate effect 
would be a reduction in the standard of living. If there were a ‘deterioration 
in the condition of the labourer—a diminished facility of obtaining tools 
or other capital—a decrease in the amount of commodities obtainable,’”’ in 
short, if diminishing returns obtained, then the classical model would hold.** 

On the other hand, if conditions improved, if capital accumulated at a 
sufficient rate, if more commodities were available, then one must look 
elsewhere for an explanation of rent than “to a necessity for applying 
labour with a constantly diminishing return.”** Viewing conditions in the 
United States in his day, he concluded that all the more favorable alter- 
natives were present. If a theory is to be true, facts must prove it. The 
world did not resemble this theory’s predictions; therefore, the theory was 
not applicable. 

It should be stressed that Carey was not arguing that diminishing returns 
could never obtain. Indeed, he admitted diminishing returns might occur 
‘for want of the power of combining with. . . neighbors for the improve- 
ment of their means of production.”’”? His objection was simply that the 
law was not universally applicable at all times. In fact, he saw several ways 
of avoiding the onset of the phenomenon: diminishing returns could be 
avoided by organizing production in different forms. Technological change 
and an increased use of capital would be helpful. Using such means, “‘it 
would be found that the same tract of land would give increased means 
of subsistence.”’** 


21 Principles 1: 48. 
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Despite all these devices, he still held that: 


It is sometimes asserted, that if land would always yield in proportion to the 
quantity of labour and capital applied to it, there would be no need to cultivate 
more than a single farm, or a single district, for the supply of any number of 
inhabitants; and because such cannot be the case, it is assumed that every fresh 
application of capital and labour to cultivation, must be attended with a diminished 
return.. . . Fora given time, increase of population would be attended by increase 
of capital and improved means of living, but when the whole land was cultivated, 
as well as their skill and capital permitted, every increase of population would 
probably be accompanied with diminished means of support.” 


In sum, Carey did not deny that diminishing returns were possible. His 
concern was: “‘when is this point [of diminishing returns] to be reached?”’”® 
Given the technological change, capital accumulation, and factor mobility 
that he saw around him every day, he was not the least bit apprehensive. 
In his day there was hardly a time when an increased population could 
not have been combined with greater amounts of capital and better technical 
methods. The assumption of a production function or at least a range on 
such a function that manifested increasing returns was not entirely out 
of order. 

What about the long run? Could it happen that after society had settled 
in and there was no longer a frontier, it would be faced with the Malthusian 
specter, diminishing returns, Ricardian rent, and the stationary state? For 
that, Carey wrote, “the time may arrive when the world will be so fully 
occupied that there will not even be standing room,” but, ““we may safely 
leave that distant future to the benevolent care of the Deity.’””” 

Considering these factors, Carey did not see how rent could rise along 
the intensive margin, at least not in the immediate future. As for the ex- 
tensive margin, his rejection of Ricardian rent relied, in part, on increasing 
returns. In itself, this does not constitute a refutation of differential rent.”° 
But he had a second line of attack, based on his interpretation of the his- 
torical evidence—in this case, the pattern of settlement. In his eyes, dif- 
ferential rent depended on the movement, on the extensive margin, from 
superior to inferior land. He thought that if he could disprove Ricardo’s 
ordering of cultivation, the entire theory of differential rent would collapse. 
If the movement along the extensive margin had been from poorer to more 
fertile land, he reasoned, differential rent could not exist. 

To investigate this thesis, he made an inquiry into the order in which 
agricultural land had been brought under cultivation in a host of countries. 
Based on this evidence, he claimed that, historically, it was not always the 
most fertile land that was settled first, with man then moving on to less 
fertile regions.” 
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From this he concluded that Ricardo’s theory was invalid. This was a 
methodological point. For Carey, to be valid, a law had to be universal. In 
an almost Popperian sense, if he could find one case where the law did 
not agree with the real world, the law was not valid and was thereby 
refuted. He thought his evidence of historical examples provided many 
instances where Ricardo was wrong. Many times migration had been from 
poorer to richer land; so Ricardo’s order of settlement was incorrect, and 
his theory of rent could not hold. 

Carey’s rejection of classical rent was based on two points: the substi- 
tution of increasing for diminishing returns and the historical fact that, 
owing to the hazards of developing a new settlement—the problems of 
clearing the land, creating security, and making improvements—migration 
proceeded from poorer to better soil. All experience in the United States 
pointed in that direction. He thought he had established that rent would 
not increase as time passed. 

While neither of these arguments disproves differential rent, it is true 
that Carey was writing in a new, land-rich nation. His perspective was so 
colored by this that he had little sympathy for theoretical propositions that 
generated predictions not in accord with the world as he observed it. It is 
understandable that in a young country, rich in resources, with a developing 
technology, political economists were less likely to agree with diminishing 
returns and differential rent.*° 


Rent as Return 


Having dismissed diminishing returns and movements along the exten- 
sive margins as causes of rent, Carey introduced his own theory. In his 
explanation of the division of total product between capital and labor, it 
was clear he hoped harmonious relations would exist among what appeared 
to be contending classes. His assertion that the relative shares of these 
factors approached one another indicates he was developing a theme that 
would resolve any friction between various classes in society. 

The separation of profits on capital and rent on land in the classical 
model had set two classes at loggerheads, for if rents increase, profits must 
fall and accumulation will cease. That was a result Carey could not counte- 
nance. Just as his analysis of the distribution between capital and labor 
had two goals, his study of the distributional aspects of rent was also di- 
rected at two questions: how to account for the return to land; and how 
to treat rent so that it would not increase at the expense of the other factors 
of production—all this in the face of a labor theory of value.*? 


Ze Carey’s nationalism, of course, played a role here. ‘Patriotic Americans in the first half 
of the nineteenth century were not likely to accept without demur the generalizations made 
in England during the great war.” Quoted from E. Cannan, A History of the Theories of Production, 
137. 

*! Value theory is truly the stumbling block. Consider how Carey treated pure economic 
rent: ‘Why is Jenny Lind so highly valued? Because of the obstacles to be overcome before 
an equal voice could be reproduced.” Social Science 1: 174. 
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For Carey, rent existed, not because of some classical notion regarding 
the natural power of land; it existed because labor and capital had been 
employed in developing or improving land.*? In his discussion of prices, 
he had claimed that goods have value because of labor, and in producing 
goods labor was aided by capital. Similarly, land has value because of 
labor, and again labor is aided by capital, this time in improving land. In 
his first consideration of distribution, he maintained that labor is paid a 
wage, once and for all, but capital is paid through time. The same argument 
was now applied to land. Labor receives its wage, once and for all, and 
the continuing payment made by the tenant is a return to capital, the 
capital used in developing the land. With capital equipment and landed- 
capital deftly lumped under one heading, the return to land that others 
had termed rent was, for Carey, nothing more than a payment to capital. 
In short, it was another species of interest.°° 

Quite apart from questions of semantics, this is a cost of production 
theory of value and it cannot explain rent. It does not consider product 
markets and factor demand, and as such is untenable. Nonetheless, Carey’s 
contention that rent be regarded as interest has some merit. If land is cap- 
italized, its return—rent—is interest. Moreover, if land is regarded as part 
of the produced means of production because labor and capital were used 
to bring it into cultivation, economically it does not differ from capital 
goods. In this way, rent is an interest payment, and the total product can 
be divided between two factors, labor and capital.** 

As far as Carey was concerned, the return to capital and the return to 
land were one and the same. This brought him back to the problem he 
had faced in his theory of value. If value is due to labor, and capital receives 
a return because of its role in improving land, the theory of value is fal- 
lacious. However, if labor truly is the cause of value, why does the capitalist, 
in this case the landowner, receive rent? Doesn’t this constitute expropriation 
of what rightfully belongs to labor? Isn’t labor being exploited? 

Carey tried several times to resolve this dilemma by using his cost of 
reproduction theory. Unfortunately, it did not work with land. Finally, to 
shore up the integrity of his harmonious system, he resorted to his distri- 
bution axiom, claiming that the mode of distribution between landlord and 
laborer was identical to that between capitalist and laborer. Both were 
subject to ‘‘one general law.’ 


In the early period of society, when land is abundant and people are few in 
number, labour is unproductive, and of the small [total] product, the land-owner 
or other capitalist takes a large proportion, leaving to the labourer asmallone.. . 
Population and wealth, however, increasing, and labour becoming more productive, 
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the landowner’s share diminishes in its proportion, but increases in its amount. 
The labourer’s share increases not only in its amount, but also in its proportion.”*® 


Once again the relative share of capital—in this case profits, interest, 
and rent—declines. Consequently, one need not be troubled about rent: 
whether considered alone or as part of the return to capital, as a proportion 
of national income, it falls through time, a result that should be sufficient 
to meet any objections regarding the theory of value, exploitation, or eco- 
nomic development. By means of his distribution axiom Carey thought he | 
had preserved the harmony of his system. In reality, all he had done was 
define the problem away, postulating rent as a return to capital, a return 
he had already demonstrated to be a decreasing share of an ever increasing 
national income. 


Advantages of Situation 


A final aspect of Carey’s theory was that rent could also result from 
what he called “advantages of situation.” Strictly speaking, these were not 
in keeping with his value theory, but they existed and they had to be 
explained. Advantages of situation could be man-made or natural. The 
natural would be geographic location;*” the man-made would arise from 
the employment of capital in building roads, transportation facilities, or 
improvements such as drainage.*® 

In this analysis Carey raised a point he thought Ricardo had missed. He 
drew a distinction between yield, defined as output per acre, and exploit- 
ability, defined as output per dollar of cost at the least cost point. Ricardo 
had regarded these concepts, fertility and exploitability, as synonymous. 
Carey considered them two separate factors, factors that were not at all 
times coextensive. 

Carey thought different types of land would be used, in the order of 
their exploitability. In a new country, for example, the most exploitable 
land may be less fertile than land too costly to cultivate. Because the trans- 
portation costs of farming the more fertile but more remote land must be 
included in the cost of production, it is less exploitable. With improvements 
in transportation or a rise in the market price of a commodity, the less 
accessible but more fertile land will rise in the order of rent in comparison 
with land more accessible but less fertile.°? As Carey stated it, ‘inferior 
land” pays higher rent than the ‘most fertile’ because capital and labor 
are employed on it, increasing or giving advantages of situation to it. 

Henry Carey’s theory of rent suffered from his reliance on a labor theory 
of value and a distribution axiom that was more hopeful than analytic. 


56 Social Science 1: 34. 
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However, one aspect of his discussion of rent had theoretical validity.*° 
Carey was vitally interested in the development of the American economy, 
an issue involving time. Accordingly, he attempted to develop a dynamic 
model. His first try, drawn from his investigation of wage theory, had been 
that human fecundity would fall as society progressed. His second attempt 
at dynamics dealt with land. In the classical model land was fixed in supply. 
Carey, however, thought land was elastic in supply and could change 
through time. 

The distinction between these two views lies in the concept of the physical 
supply of land as opposed to the economic supply. The former, the classical 
position, regarded land as a free gift of nature. The latter, Carey’s position, 
regarded land as a produced means of production. 

In economic terms, the supply of land is elastic, if land is produced 
within the economic system by using labor and capital to improve it. Viewed 
this way, it can be measured, not by its acreage but by its yield.*' As John 
R. Commons noted, any productive agent is economically non-existent 
until its potential utilities have become effective utilities.** So, too, with 
land; a differentiation can be made between the ‘amount of land”’ and the 
“land in supply.’”’ Acreage in arctic regions is included in the amount of 
land, a physical definition. It is not part of the land-supply, an economic 
definition. 

On this basis man-made improvements can increase the supply of land. 
The analysis is in economic rather than physical terms, and with an ad- 
vancing technology, population growth, and factor mobility, the supply of 
that which was formerly fixed can be increased. Obviously, the concern is 
not with bringing more land into existence, a physical impossibility, but 
with increasing the economically useful supply. “Not the fixity of the phys- 
ical amount of agents, but the economic supply is significant.’ 


Carey and the Classicists 


In Carey’s analysis land was the scarce factor and labor and capital were 
abundant factors. This is an unconventional view, for capital and labor are 
usually regarded as the scarce factors in the early phases of American 
economic development. In the classical model, as population grew, labor 
was applied to a fixed amount of land. The result was diminishing returns. 
In Carey’s view, as the supply of labor and capital grew and was applied 
to the land, it was possible to increase the supply of land, thereby adjusting 
the input of a scarce factor, because of its elasticity.** 


*° J. R. Turner, ‘“Henry Carey’s Attitude Toward the Ricardian Theory of Rent,” 670. 
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As we have already remarked, Carey recognized the possibility of di- 
minishing returns but questioned when they would take effect. The effective 
supply of land changes, thereby indicating that a substitution of new land 
for old has taken place. Substitution is undertaken because of the law of 
diminishing returns. If returns did not diminish, why attempt to adjust the 
supply of land? To Carey’s credit, at no time did he claim that constantly 
increasing real expenditures on a limited, specific area would incur ever- 
increasing returns. 

Despite his hopes, Carey was not able to refute the classical doctrine of 
differential rent. Nonetheless, his introduction of the historical ordering of 
cultivation had an influence on the history of economic thought. He caused 
no less an authority than John Stuart Mill to change his position. Mill found 
that even though he had logic on his side he could not defend himself, 
historically, against Carey’s arguments.” He said rather grudgingly: ‘As 
far as words go, Mr. Carey has a good case against several of the highest 
authorities in political economy, who certainly did enumerate in too uni- 
versal a manner the law which they laid down, not remarking that it is not 
true of the first cultivation in a newly settled country.’”*° 

In the sixth edition of his Principles, for the first time, Mill wrote, “‘It is 
not pretended that the law of diminishing returns was operative from the 
very beginning of society... .”4” 

Alfred Marshall also agreed Carey was correct in pointing out that it 
was not always the most fertile land that was cultivated first. He thought 
Ricardo had overlooked this point and laid himself open to Carey’s attacks, 
which did have ‘‘some solid substance in them.’”*° 

Henry Carey’s political economy emphasized technological change and 
an abundance of resources, e.g., the existence of more fertile land as society 
moved out on the extensive margin.*” Concluding that capital’s share, in- 
cluding rent, declined relative to labor’s, while both increased in absolute 
terms, Carey thought he had formulated a system that eliminated exploi- 
tation and assured a continuation of economic development. 


* S. N. Patten, “The Reconstruction of Economic Theory,’”” 32-37. 
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IV. INSTITUTIONAL FRAMEWORK 


ike most American nationalists, Henry Carey was vitally interested 

in the economic development of the United States, and he tried to 
further it by constructing a complete economic system. An important 
feature of his model was the structure of American society and how its 
various classes and interests interacted in daily life. The harmony that 
existed in the distribution of income was present elsewhere too, for it was 
Carey’s contention that a commonality of interests existed among the na- 
tion’s various geographical regions; that agriculture was a most valuable 
activity; and that there must be no interference with the free play of capital. 


A Harmony of Interests 


For the first fifty years of his life, Henry Carey was an advocate of 
unbridled laissez-faire. This contradicts much of what has been said about 
his nationalistic outlook, but the fact is, in his earlier writings, he claimed 
such things as “the prosperity of nations” and the ‘‘happiness of individuals 
composing them, [are] in the ratio in which the laws of nature have been 
allowed to govern their operations, and that the poverty, misery, and dis- 
tress, that exist are invariably to be traced to the interference of man with 
these laws.”’! Moreover, he held that compliance with these laws could 
never lead to anything that would not be “dictated by an enlightened self- 
interest.’’ He urged letting the system work ‘‘without human interference 
. . . [for]. . . laissez-nous faire is the true doctrine.’ 

This belief was. based on the harmony he saw underlying every rela- 
tionship in society. There was harmony between capital and labor, because 
wages and profits were not the natural antagonists that many political 
economists thought them to be.” His distribution theory proved this, in the 
movement of relative shares towards equality. In addition, under a system 
of non-interference, every laborer could become a capitalist.* He proclaimed, 
in a Pareto-like view, “the interests of all parties are therefore precisely 
the same, and... it is impossible to adopt measures tending to the injury 
of one class, without causing, at the same time, injury to other classes.” 

Harmony held for regions as well as classes, because ““each and every 
community is. . . directly interested in promoting the rapidity of circulation 
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[the level of economic activity] in each and every other.”° Harmony even 
extended beyond national borders: 


The interests of all nations are therefore in harmony with each other, as every 
measure that tends to lessen production in one nation, tends to lessen the reward 
of both labour and capital in every other nation, and every measure that tends to 
increase it, tends to increase the reward of the labourer and capitalist in every other 
nation.” 


The conclusion was inescapable: the world was but “one nation.’ 
Needless to say, the Henry Carey who later became one of the staunchest 
advocates of protection in nineteenth-century America was at this time a 
free trader. His conversion will be explained, but it should be stated at this 
point that he never discarded the idea that, ultimately, all nations were 
bound together through the international sector. To his credit, he never 
adopted the mercantilist notion that trade was a zero-sum game, that a 
favorable balance of trade meant that one nation benefited at another’s 
expense. 

A natural result of this laissez-faire philosophy was the belief that the 
only function of government was to provide security. This was a crucial 
point if the economy were to develop, for beyond holding that capital 
accumulation was based on absolute shares, Carey did not formulate a 
theory of investment. The most he had to say on the matter was that where 
security was the greatest, there capital would accumulate most readily. The 
policy of the government of the United States should be ‘abstinence from 
meddling with the affairs of individuals.”” Given this premise, it is not 
surprising that Carey maintained that the “true object for which government 
was instituted, is understood to be to give every man security of person 
and property, at the smallest cost, and with the least possible interference 
with his freedom of action.’” The most important maxim of political econ- 
omy? ‘‘Let us alone.””"° 

Carey's conservatism on these matters extended well beyond Adam 
smith’s opinion of the role of government. Carey held that improvements, 
roads, canals, in short all public works should be left to “individual en- 
terprise.””’' Furthermore, even social legislation like the Factory Acts of 
Great Britain should be regarded as “an act of despotism towards the trade, 
and of mock philanthropy towards the workpeople who depend upon 
trade for their support.”’'* In a similar vein poor laws, safety inspections, 
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regulation of working conditions, and even apprentice laws should also be 
regarded as ‘’uneconomical.’’’” 


The Principles of Taxation 


If government was charged with maintaining the security of private 
property, there would have to be some means of financing that activity. 
As a first principle, Carey maintained that, even though government was 
to be viewed with distaste, those who worked in the public sector deserved 
equitable treatment. It would be debilitating to society to be “niggardly”’ 
to those who worked in government, but it would also be wasteful to be 
‘“excessive.””'* The question still remained: How to raise sufficient funds to 
support this function? 

To finance this activity, Carey considered four kinds of taxes: a head- 
tax, a tax on capital, a consumption tax, and an income tax. He regarded 
the head-tax as regressive and inequitable. 


To call upon an individual of large fortune for a certain number of days of service 
in the militia, for which he may compound by the payment of a fine, is to require 
a contribution of the smallest kind, while a similar demand upon an individual 
with a wife and family dependent upon his daily labour for their daily bread is a 
heavy tax.!° 


The tax on capital was his version of the property tax, because he grouped 
land, personal property, and real capital under the same heading. Here he 
came very close to the benefit principle, arguing that the costs of protection 
should be borne by the property owner. He thought this was an equitable 
arrangement: If government had to protect property, clearly the property 
owner should be willing to contribute to his own interest. In the end he 
rejected this base, because a tax on capital would have serious disincentive 
effects, impeding society’s progress.’® 

The consumption tax was also ruled out, because it would harm the 
working-man by making the necessities of life more expensive. Additionally, 
if this tax reduced consumption, it could also injure the capitalist—in this 
case the producer. 

This left the income tax, a tax that Carey thought should be levied. He 
claimed that ‘‘the great domestic principle is, that every man shall be 
secured in the enjoyment of his rights of person and property, and shall 
contribute for the maintenance of security in the ratio of his interest.’”"” 
While this sounds like both a benefit tax and a plea for progressive taxation 
(those who have more should pay more), he concluded that a proportional 
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tax on income would be the optimal tax." However, he had second thoughts 
on this because even a proportional tax on income might interfere with 
capital accumulation. Therefore, despite all his protestations of harmony 
and egalitarianism, when public expenditures are required, 


Moderate taxes may be assessed on labour and capital so as to divide the burthen 
equally, but immoderate taxes must always be paid by the labourer, because the 
government is very properly restrained from taxing capital by the fear that it should 
take to itself wings and fly away; whereas, every new tax on the labourer tends to 
take from him the power of removal.” 


The conclusion, which hardly seems to follow from his earlier analysis 
and his claims of harmony, was that when taxes are light—let them be 
proportional. When they become heavy—place the burden on labor. By 
no means should capital accumulation be threatened. 


Government and Business 


In addition to providing security, Carey thought laissez-faire government 
helped the economy in another way, by removing barriers to successful 
business operations. One example of such help was legislation instituting 
limited rather than unlimited liability. As the situation then stood, unlimited 
liability acted as a deterrent to business ventures. If joint-stock companies 
with limited liability were allowed, Carey reasoned, there would be a higher 
level of business activity. Nor would such legislation be contradictory to 
the principles of laissez-faire. As a matter of fact, by restricting business 
to unlimited liability, government interfered with it. Granting limited lia- 
bility to joint-stock companies would remove the government from the 
private sector. 

In addition to aiding individual businesses, Carey maintained that limited 
liability would benefit the community at large. If established concerns were 
earning monopoly profits because unlimited liability restricted the entry of 
other firms, limited liability would enable competitors to enter the industry. 
In this way monopoly profits would be eliminated.”° 

A second application of this philosophy was Carey’s attitude towards 
slavery, which he regarded as a moral evil. Yet he did not believe the 
government should intervene to abolish it. He thought a better course of 
action would be to follow laissez-faire principles and wait for the economy 
to develop. Then tenant farming would replace slavery: those who had 
been slaves would pay their former masters a portion of their output and 


15 This view on taxation was drawn directly from Adam Smith. See A. Smith, An Inquiry 
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provide for their own upkeep.”' It was a neat hedge. Carey found he could 
be an abolitionist, yet not interfere with southern interests. Whatever hap- 
pened would be the natural consequence of a free market. Indeed, it was 
entirely possible that this solution would be well received by southern 
planters. If Carey was right, it would be in their best interests to follow his 
advice; and unlike so many abolitionists, he was not meddling in their 
affairs. 


A Sea Change 


These examples typify Carey’s approach to government in the economy. 
Throughout the early years of his career in political economy, he was an 
ardent free trader and an advocate of laissez-faire—stands which caused 
his father, a leader of protectionist forces, no end of embarrassment.”* In 
1847, however, he underwent ἃ radical conversion. With the publication 
of The Past, the Present, and the Future, Carey made a sharp break with his 
former opinions regarding the government's role in the economy.”? Now 
it was to have a very active part to play, one that went well beyond the 
protection of private property. It was vital that the government coordinate 
economic activities so as to “augment the powers of the whole.” For support 
Carey appealed once again to Adam Smith, who “did not believe in the 
abdication, by the government, of their power of so coordinating the 
movements of the individual members of a society, as to enable all to 
become more productive.’’* In his new frame of mind, Carey thought 
governments become oppressive, not when they interfere in the economy, 
but when they fail to coordinate economic activity. 

He justified this intrusion of government into the private sector by arguing 
that government represented man in the aggregate and stretched “‘its lines 
of support, protection, and harmonizing restraints’ over all matters where 
men have interdependent relationships. These included such things as 
building roads, schools, postal services, and even maritime services, all of 
which had previously been left in private hands.” These activities were, 
of course, all related to social overhead capital. 

Philosophically, the cause of this shift was that Carey now saw society 
as a biological entity. In this social organism, 


21 Principles 3: 197-207; H. Carey, The Slave Trade, passim. 

2 Rowe, ‘Matthew Carey,” passim. 

25 Carey’s conversion sounds like Saul on the road to Damascus. According to his biographer, 
William Elder, he went to bed one night a free trader and an advocate of laissez-faire, only 
to spring out in the morning an ardent protectionist. Elder, A Memorial, 26. 

*4 Social Science 3: 440. 

25 Ibid., 406, 409-12. Carey’s acceptance of the role of government in the economy was 
characteristic of the attitude prevalent in his home state of Pennsylvania. “The pervasive 
acceptance of governmental participation in economic life, not the denial of it, is the striking 
characteristic of this period in Pennsylvania history.” L. Hartz, “Laisser-faire Thought in 
Pennsylvania, 1776-1860,” 70. 


INSTITUTIONAL FRAMEWORK 37 


the government—representing, as it does, the intelligence of the body, physical 
and social—has a duty and a use, and therefore, a right to a place in the natural 
order. While ministering to the well-being of the body, it may not, and as we see, 
it does not, intervene in that sphere of life which is nearest its central movements. 
Laisser faire is there the law—ruling all that has already been appropriated.”° 


What this sphere was he did not say. Nevertheless, 


elsewhere, we find regulative help in bringing the sustenance of the body within 
its reach, and guardianship in warding off all disturbing and injurious influences 
from without—giving liberty to the internal life, and protection to the social life.” 


Therefore, 


. . the political hand does exactly that which . . . has been provided to be 
done by the physical one—coordinating the movements of the various members 
of the society in such a manner as to remove the obstacles which stand in the way 
of association, and prevent that diversification of the employments of society which 
is required for adding value to land and labour, and giving freedom to man.”® 


The essence of this argument was that the government must protect the 
nation (body) against external threats. Economically, this meant that pro- 
tection (against foreign commerce) was necessary for the well-being of the 
body politic. 

The best example of this policy that Carey could find was Germany. 
There, he observed, the government had formed the Zollverein and ‘‘moved 
steadily forward in the direction of creating a great internal commerce, 
doing this by means of a railroad system which would so bind together 
her whole people as to forbid the idea of future separation.” 

Another reason for government intervention was the locational pattern 
Carey saw unfolding in nineteenth-century America. Out of a mass of 
communities, each specializing in a particular activity, mutual interdepen- 
dence was growing. To ensure the successful integration of these diverse 
bodies, the government had to provide a suitable environment and an 
infrastructure. If this policy were followed, not only would economic de- 
velopment take place but man and society would experience moral im- 
provement. This assertion was entirely in keeping with his view of the 
substance of political economy. 

Carey’s theory of diversification, interdependence, and unity closely re- 
sembles Durkheim’s principle of secondary groups: individuals (localities) 
coalesce into a body (the nation) that has an identity of its own. For Durk- 
heim, association and regulation produce internal order. Regulation, how- 
ever, requires the direction of society by some St. Simonian professional 
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group.*” But Carey was a democrat who rejected elite groups. Rather, rep- 
resentative government was sufficient for internal policy, while a com- 
mercial policy of protection was required in external affairs. 

Carey and Durkheim agreed that as the division of labor increases, 
differences among men increase. The result of this increasing differentiation 
is the development of a more perfect social solidarity.*’ Both men considered 
that societal factors followed a pattern similar to the one traced by forces 
in the physical world. Carey’s search for universals was quite similar to 
Durkheim’s. This appears both in his methodology and in his theory of 
society. Social organisms are expected to follow laws in the same way their 
counterparts in the physical or biological sciences do. 

Given the similarity between the social and natural worlds, Carey con- 
cluded that as the brain coordinates human activities, government must 
do the same in the economic sphere. It was not to be an out-and-out cen- 
trally directed system. It would suffice if the government instituted pro- 
tection, thereby enabling the social body to ward off any harmful foreign 
influences. | 


Working on the Railroad 


Although his rejection of free trade was a break with classical doctrine, 
Carey retained a good deal of classical political economy in the rest of his 
thinking. This is best illustrated by his attitude towards monopoly power. 
Two of the most active public roles Carey played were as the chief spokes- 
man for protectionist forces in Pennsylvania after 1850, and as an opponent 
of a transport monopoly in New Jersey. 

In 1848 Carey was living in Burlington, New Jersey. At that time the 
New Jersey state legislature granted a transport monopoly to the Delaware 
and Raritan Canal and the Camden and Amboy Railroad Companies. Carey 
objected strenuously to this action, and he undertook a crusade against 
this group by means of a series of letters, published in the Burlington Gazette. 

As a result of his campaign, the legislature organized a commission to 
investigate his charges. When the commission made its report, Carey re- 
jected it, claiming the commission was in the railroad’s pocket because 
railroad men were named to serve on it. The commission, which never 
examined the railroad’s books, found nothing amiss. When Carey asked 
the legislature for permission to appear before it, he was refused and the 
matter was closed.** Although unsuccessful, Carey’s attack on the railroad 
shows his insight into the effects of monopoly. 

Carey opposed the monopoly on both economic and moral grounds. 
Economically, he contended that by charging higher prices the railroad 
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restricted traffic and caused a misallocation of resources as freight was 
routed around New Jersey. A redistribution of income also occurred as 
users were forced to pay higher prices to the monopolist. Morally, the 
existence of the monopoly had led to the bribing of officials and the cor- 
ruption of local politicians and lawyers.”? 

Carey was also concerned about corporate wrongdoing. Under the terms 
of the agreement between the legislature and the railroad, the state was to 
receive a toll from the railroad on both passenger and freight service. In 
return the railroad received the monopoly privilege. Carey charged that 
the directors of the railroad falsified their annual statements, reporting 
traffic to be much lower than it actually was. As a result, the state was 
defrauded of substantial revenue.” 

Carey objected to the way in which the monopoly affected prices. Cas- 
tigating the railroad for increasing rates throughout the state, he urged that 
the system be open to competition. If more roads were constructed, there 
would be lower rates; given lower rates, revenue would increase. As things 
then stood, the monopoly position of the railroad gave it the power of 
‘picking the pockets of those who were compelled to trade with them.’”° 

Another effect was that higher rates and poor service were inimical to 
economic growth, as north-south freighters tried to avoid New Jersey. Fi- 
nally, because they held a monopoly position, the directors of the railroad 
failed to invest or innovate, thereby insuring a continuation of poor service.*° 

Carey attempted to substantiate his charges by using his mathematical 
method. A mass of statistics on barge loadings, passenger and freight load- 
ings, departures and arrivals at terminal points was compiled to estimate 
revenues. Having determined what he considered to be the correct amount, 
he then accused the directors of fraud and embezzlement.”” 

He also tried a different tack: human interest. One example of the harm 
this monopoly privilege had done was the case of the New Jersey farmer 
who found that he could not ship to his most attractive market (New York) 
because rates were prohibitive. The farmer was forced to ship to Phila- 
delphia, where he had to compete with the farmers of Pennsylvania. In 
addition, the farmer discovered that, contrary to the rule elsewhere, as 
freight and distance increased so did rates.*® 

The effect of these discriminatory rates and a monopoly which stifled 
competition was not unlike a tariff. It was no different, Carey argued, from 
New York’s putting a tariff on New Jersey exports. He objected strongly, 
because in his eyes this was a deviation from the policy that should obtain 
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domestically. Internal commerce should be free; only international trade 
should be subject to tariffs.” 

Henry Carey opposed the monopoly because prices were higher than 
they would have been in a competitive market. In what sounds like the 
classical indictment, he asserted that the monopoly restricted output and 
hindered economic growth. It was slow to innovate, and by restricting or 
driving off traffic, it reduced the demand for final output. This in turn 
caused a decrease in the demand for factors of production. The answer 
was to promote vigorous competition—internally. 


The Role of Agriculture 


By family ties, by location, by career—by almost every measure—Henry 
Carey was an industrialist. Yet he had almost a physiocratic awe of agri- 
culture. “Of all the pursuits of men,” he wrote, “agriculture is the one 
requiring the highest degree of knowledge.’’*’ In the hierarchy of science, 
he said, “it is the most abstract and simple department that first attains 
development. So, too, it is in the pursuits of man.” Though agriculture 
had this high place in Carey’s scheme of things, what did the classical 
school say about it? What was its view of agriculture? According to Carey, 
‘Modern political economy looks in a direction entirely reverse of this— 
placing agriculture first and lowest in order, manufacturing next, and com- 
merce—by which are meant trade and transportation—last and highest.”’* 

Carey maintained that if agriculture were to continue as the highest 
pursuit of man (and a most critical one to a man whose goal was the 
refutation of Malthus and Ricardo), it must be progressive. Its progressivity 
was dependent on its technology and profitability, and the greatest influence 
on these factors was the state of the market. Now the reason for Carey’s 
concern for agriculture is clear. Rather than depending on foreign markets, 
where the profits of American farmers would be determined by foreign 
harvests, shouldn’t the United States have a thriving domestic market? If 
that is true, it follows that to have a domestic market capable of purchasing 
agriculture’s total output at a viable price, there must be employment in 
other activities, not the least of which is the American industrial sector.” 

This is the heart of Carey’s argument. He established in general terms 
that manufacturing was vital to agriculture’s survival, then he moved to a 
more specific frame of reference. If American manufacturing were to with- 
stand English competition, it would have to be protected. Protection was 
in the best interests of both agriculture and industry—American agriculture 
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and American industry, that is. In addition to providing a market, manu- 
facturing extended another service to agriculture: it was a source of tech- 
nological change, and Carey had a historical ordering that proved this. To 
increase his wealth, he wrote, man “must have a scientific agriculture, 
which always follows, and never precedes manufacture.’”** 

In this juxtaposition of agricultural and industrial revolutions, Carey 
reversed the generally accepted order of the former preceding the latter. 
But there was some substance in his ordering, for less developed countries 
are usually quite backward in their agricultural techniques, and in more 
developed countries, industrialization is a force that introduces change into 
agriculture. Nonetheless, beyond protection, Carey offered little in the way 
of an explanation of how an industrial revolution gets its start and how, 
specifically, technological change moves from factory to farm. 


Tariff Legislation 


As an advocate of laissez-faire, Henry Carey held there was little place 
for government in the economy. His attitude changed, however, as he 
developed his theory of society, a theory that caused him to reject, selec- 
tively, some aspects of the laissez-faire philosophy. Most notably, he 
dropped his support of free trade and adopted the cause of protection. 
Carey’s support of protection as a policy for development is now very 
much in evidence. The theoretical bases of his new position will be analyzed 
below; its political aspects are immediately obvious. 

Tariff legislation in the United States had fluctuated widely in Carey’s 
day. From a highwater mark in 1832, tariffs fell until 1842, when there 
was an upward revision. In 1846 they started to fall once again in a mod- 
erating trend that continued until 1857. At that point, in Taussig’s opinion, 
the United States came closer to free trade than any time since 1816. 

After 1832 agricultural interests had, for the most part, given up on the 
home market idea. Public opinion in the early 1840s turned against the 
tariff, and beginning in the late 1840s, manufacturing interests, especially 
textile producers, also opposed higher tariffs. This movement culminated 
in the Tariff of 1857. 

The change was most evident in the United States Senate, where the 
tariff had been a highly controversial issue. Senators Seward and Sherman, 
for example, in supporting tariff reductions, pointed out that even manu- 
facturers were in favor of such cuts. They also stated there was very little 
political support for higher tariffs—except by representatives from Penn- 
sylvania. A final point was that of all the nation’s geographical regions, 
the South had been most consistent in its opposition to tariffs.*° 


*4 Social Science 3: 248-49. 
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Now it is clear why Carey placed so much emphasis on harmony: har- 
mony between labor and capital, between agriculture and manufacturing, 
and among the nation’s various geographical regions. It was a question of 
gathering political support! Similarly, if he were searching for southern 
backing, he could not make a direct attack on slavery. Hence his rather 
indirect proposal for eliminating that institution. 

By urging protection at a time when it was falling in public favor, Carey 
adopted a losing cause. To achieve any success in this endeavor, he would 
have to devise some very convincing arguments to persuade an increasingly 
hostile audience. 


V. A THEORY OF TRADE 


enry Carey had two views on international trade. In the early years 

of his career in political economy he was a free trader, but after 

1847, the year in which his first protectionist work was published, 

he became such a strong advocate of protection that ultimately he acquired 

the title ‘“Ajax of Protection.” After 1847 he examined each and every 

aspect of economic life with an eye towards how it would affect the coun- 

try’s foreign sector. Accordingly, he built an elaborate theoretical and sta- 

tistical argument aimed at convincing various sectors of the American public 

that substantial benefits would accrue to them if only they would support 
protection. 


Conversion 


When he was a free trader, Henry Carey’s writings were replete with 
strictures against tariffs and statistics that proved that prices were higher 
under protection than they would be under free trade. He claimed, for 
example, that the price of iron in the United States would be close to 
twenty dollars a ton cheaper; that grain prices in England would be far 
lower if the Corn Laws were revoked; and that real incomes were lower 
under protection because it cost workers more cloth for given quantity of 
wheat than it did when trade was free.’ 

Tariffs had these negative effects, he maintained, because “the home 
producer is not subject to the same duties [as the foreign exporter], and 
may, of course, sell his commodities so much higher than he could do were 
there no such restraint upon exchanges with foreigners.”’* Given this sit- 
uation, Carey thought free trade was the only policy.* Protection? There 
was no doubt in his mind. “Happily, the question . . . is now settled 
forever.’* Or was it? 


It is now obvious what has been the cause of this [economic distress], the single 
case in which the policy of the union has appeared to depart from the direction of 
perfect freedom of trade. We have always deemed such interferences erroneous, 
but are now well satisfied that the error has been with us.” 
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Only seven years after dismissing protection for all time, Carey reversed 
himself and embarked on a lifetime project, the conversion of the United 
States to protection. All other interests waned in the face of this crusade, 
especially in economics. If a topic in political economy was relevant to 
trade or protection, he pursued it. If it had no relation to international 
trade, it was dropped. 

One factor caused this change: the ever-recurring recessions he saw 
buffeting the U.S. economy. These downturns had to be explained, and as 
far as he was able to determine, they all originated in the growth of free 
trade in the United States.° 

Having reached this conclusion, Carey was still reluctant to set out on 
his own. He appealed to some famous names in political economy for 
philosophical support. He based part of his argument on a quotation from 
Adam Smith. In the Wealth of Nations, Smith had attacked the mercantilist 
preoccupation with a favorable balance of trade. Carey turned this around 
and used it as a basis for protection. He interpreted Smith as saying, 


England’s treasure is sought in the foreign trade, [while] the island, or home trade, 
[which was] the most important of all, [the one] in which an equal capital afforded 
the greatest employment to the people of the country, [was erroneously considered] 
only subsidiary to the foreign trade.’ 


Claiming domestic commerce was superior to foreign trade, Carey next 
tried to establish protection as the best means of developing that commerce. 
Again he appealed to prominent political economists, quoting Hume as 
urging a nation to follow any course of action that would “‘preserve its 
people and its manufacturers.’’ He recalled J. B. Say’s remark that “‘pro- 
tection granted with a view to promote the profitable application of labour 
and capital, might be productive of universal benefit.” Likewise Blanqui 
“assured his readers that past experience had proved ‘that a people ought 
never to deliver over to chance of foreign trade the fate of its manufac- 
tures.’ ’” And Rossi, too, ““held it to be undeniable that there were exceptions 
to the free trade principle, and that ‘in the conduct of a nation,’ as in that 
of a family, sacrifices needed to be made in the hope of thereby opening 
‘new roads of influence.’ “ὃ To clinch the argument, Carey cited none other 
than the great classicist himself, John Stuart Mill. 


The superiority of one country over another, in any branch of production, often 
arises only from having begun it sooner, and that a country which has skill and 
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experience yet to acquire, may in other aspects, be better adapted to the production 
than others that were earlier in the field, but that it cannot be expected that indi- 
viduals should, at their own risk, or rather, at their certain loss, introduce a new 
manufacture, and bear the burden of carrying it on, until the producers have been 
educated up to the level of those with whom the processes have become traditional.’ 


It was one thing to claim protection was a worthwhile commercial policy; 
it was quite another to convince the various sectors of the American econ- 
omy of the validity of that claim. Manufacturers, for the most part, had 
supported protection in the past; though now inclined to alter their views, 
Carey thought they could be won back rather easily. The difficulty lay 
with agriculture. He would have to devise some very solid arguments to 
gain that sector’s support. 


Protection and Agriculture 


According to Carey, here was how free trade affected the farmer. Over 
time, he maintained, “if the supply of iron, silk, coffee, and other com- 
modities required by the planter, do[es] not keep pace with increase in the 
supply of cotton, he will be constantly giving more cotton for less iron or 
silk, and thus others will enjoy the whole advantage resulting from his 
increased exertion.””'” Having stated the problem solely in supply terms, 
he then moved to a conclusion that was based on demand as well as supply. 
He claimed that as a result of free trade, the price the farmer paid for his 
imports had risen relative to the price he received for his exports. Despite 
an overemphasis on supply conditions, in effect, Carey was arguing that 
the terms of trade had turned against the agricultural producer and ex- 
porter.'' This was plausible. 

He next observed that agricultural prices were falling in both domestic 
and foreign markets. The problem could not be overproduction, he wrote, 
rephrasing Say’s Law, because 


Overproduction cannot exist, but underconsumption may and does exist. The more 
that is produced, the more there is to be consumed; and as every man is a consumer 
in the exact ratio of his production, the more he can produce the better it will be 
for himself and his neighbor, unless there exist some disturbing cause. !? 


The answer, Carey continued, was that ‘‘whenever there is in a market 
a surplus of any commodity, the whole quantity tends to fall to the level 


1. 5. Mill, Principles of Political Economy, 922. Quoted in Carey, Financial Crises: Letter, 
Carey to Bryant, 24 January 1860. 

° H. Carey, The Harmony of Interests, 138-39. Once again the importance of a correct theory 
of value is obvious. 

" Carey, Past, Present, and Future, 460-62; Social Science 1: 412-13; H. Carey, The Farmer's 
Question: Letter, Carey to Colfax, 20 January 1865. The movement of the terms of trade is 
an empirical question. T. Morgan has shown that historically the terms of trade improved for 
the United States throughout this period. See T. Morgan, ‘‘The Long-Run Terms of Trade 
Between Agriculture and Manufacturing,” 1-23. 

12 Carey, Harmony of Interests, 103. 
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of the lowest price required to enable the holders to find purchasers... .””° 
Again, as in the case of the terms of trade, he was on sound theoretical 
ground. In what were almost marginalist terms, he had just described a 
negatively-sloped demand curve. 

Applying this principle to international trade, he then stated that exports 
to England, for example, determined the price that would obtain in both 
domestic and foreign markets. This is where he went off the track: he 
claimed that if agricultural prices were high in the domestic market and a 
portion of the crop were exported to England, if that quantity sold at a low 
price abroad, it would drive down the domestic price.’ 

In such a situation, he concluded, it would be better if the domestic 
market price for agricultural commodities were determined solely in the 
United States. That is, U.S. agricultural prices would be higher if American 
farmers sold only in the domestic market. This required some clarification, 
but Carey had two reasons why it would be possible. The first had to do 
with transportation; the second dealt with immigration. 

His explanation started with the premise that transportation was a species 
of unproductive labor. His source for this was once again Adam Smith. In 
the Wealth of Nations Smith had written, ‘‘They give a new value to the 
surplus part of the rude produce, by saving the expense of carrying it to 
the water-side or to some distant market.” Interpreting this to mean that 
transportation, ‘the expense of carrying it,”” was a wasteful activity, Carey 
proceeded to describe how conditions would change if these costs were 
reduced. 

If producers and consumers could be located close to one another, this 
waste could be prevented. This is where he applied his theory of society. 
In this theory he emphasized the growth and integration of a multiplicity 
of local centers of economic activity; but this could only be accomplished 
under protection. ““The object of protection is that of bringing the consumer 
to take his place by the side of the producer; thus saving transportation, 
and facilitating the application of labour to production, while diminishing 
the number of persons among whom the produce is to be divided.’’”® 

This was particularly true for agriculture, he maintained, because of the 
farmer’s concern with transportation. Take the case of a farmer who sells 
a bushel of corn for fifteen cents. He knows this same bushel will bring at 
least one dollar in London, but the middleman will take at least ““eighty- 
five percent of the intrinsic value” of this sale. The crushing note was that 
the same bushel buys “eighteen yards of cloth” in London, while the farmer 


 Thid., 81. 

ΣῊ, Carey, The Public Debt, Local and National: Letter, Carey to Wells, 3 January 1866; 
Social Science 2: 193. Rather than driving down the domestic price, Carey had offered a means 
of maintaining it: dumping. Otherwise, imports, not exports, would increase. 

** A. Smith, Wealth of Nations, 383. Quoted by Carey in Social Science 1: 292. This can also 
be traced back to Quesnay. 

16 Carey, Harmony of Interests, 46-47. 
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who sold it for fifteen cents in the United States can buy but one yard of 
cloth with the proceeds.’” 

The cause of this disparity? The farmer has been compelled to pay the 
“tax of transportation.”” Carey did not mean this in the sense that the 
farmer had made an actual outlay. He was referring to the net proceeds 
of the sale: the farmer sold at a low price and was “forced” to forgo the 
high price received in the foreign market because a middleman reaped the 
profits. 

Protection would relieve the farmer of this tax on transportation by de- 
veloping a market closer to him. This in turn would eliminate the middleman 
and bring about higher net returns, because profits that formerly went to 
the middleman would end up with the farmer. 

There was a great deal of poor economics in this argument: he had 
started out with an analysis that proceeded along marginalist lines, only 
to end up by claiming that prices would be higher if the marginal unit were 
sold at home rather than abroad. Moreover, he asserted that transportation 
services had no real value, but he had set out to prove his case and he 
forged ahead. Carey assumed the goods which were small in weight and 
bulk, manufactured goods for the most part, would be high in value. They 
would also cost less to transport. Conversely, he thought primary products 
were bulky, lower in value, and would cost more to ship. He urged, there- 
fore, that trade in primary products be eliminated and the export of man- 
ufactured goods increased. This would not only save a species of unpro- 
ductive labor, it would also result in higher prices for agricultural com- 
modities. 

Figure 5.1 presents the case of international trade with transportation 
costs included. The excess supply in the domestic market (ab) is equal to 
the excess demand in the foreign market (cd). Prices in each market differ 
by the increment y, which represents the cost of transporting the commodity 
to the foreign market. | 

When transportation costs are included, the domestic price is lower than 
when such costs are absent. (In the latter case the same price obtains in 
both markets.) This results from less being sold in the foreign market due 
to the higher supply price. But Carey maintained that domestic prices would 
be higher if there were no trade. From our analysis, this is clearly impossible: 
with no trade, the domestic equilibrium price would be far lower. Yet Carey 
had a solution, and this is where he tried to convince farmers that protection 
would benefit them. The objective was to withdraw completely from trade 
in primary products yet maintain high prices. How could this be accom- 
plished? Simple. Shift the demand curve in the domestic market. 

Carey's suggestion was as follows. Protection, he claimed, was associated 
with periods of recovery and thriving economic activity. Periods of economic 


17 Social Science 3: 433-34; H. Carey, Letters to the President on the Foreign and Domestic 
Policy of the Union: Letter, Carey to Buchanan, 6 February 1858. 
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The equilibrium quantity of exports: (X; — Xz) = (M, — M2) = (ab) = (cd). 
The difference between the domestic and foreign market prices: y. 


FIG 5.1. Trade with Transport Costs 


recovery were also associated with great flows of immigration. Thus pro- 
tection would aid agriculture by increasing the number of consumers 
through immigration.'® An increase in industrial activity would provide 
the employment for this increase in population and economic development 
would ensue. 

In sum, Carey’s program was to reduce transportation costs by exporting 
finished goods (the weight, bulk, value assumption). This he regarded as 
a real savings. In order to build an industrial base, firms must be given 
protection. Then agricultural output should be increased—but not for ex- 


"* Carey, Farmer’s Question: Letter, Carey to Colfax, 20 January 1865; Carey, Harmony of 
Interests, 91-97; Soctal Science 2: 281. Protection alone is a poor explanation of prosperity and 
migration. A more useful notion, the relationship of investment, growth, and migration has 
been investigated under the heading ‘the Atlantic economy.” See A. K. Cairncross, Home 
and Foreign Investment, passim, and B. Thomas, Migration and Growth, passim. 
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port. Rather, when immigration increases (the protection-immigration as- 
sumption), agricultural markets will be stabilized. While Malthus worried 
about an increasing population, Carey welcomed it. For him, it was a source 
of industrial growth, and it provided potential consumption for the agri- 
cultural sector. Again there was a harmony of interests, as protection ben- 
efited all. 

There was one more argument to be made to the farmer, in reply to the 
questions, Don’t the prices of manufactured goods rise under protection? 
Doesn't this tax the farmer for the benefit of those who turn his raw ma- 
terials into finished goods? With what can be described as sophistry, Carey 
replied it was obvious that commodities flow from where they are cheap 
to where they are dear. If goods are exported or imported, it should be a 
simple matter to determine where they are high or low in price. 

Observe. Germany and France have very strong protectionist policies, 
yet both countries have a large volume of exports. Therefore the price of 
all goods in these countries must be low. It followed that if the United 
States had a protective tariff the situation would be the same here.’? Exports 
of manufactured goods would increase and the domestic prices of all goods 
would be low, because commodities flow from where they are cheap to 
where they are dear. Q.E.D. 

This was such a weak argument, Carey was finally forced to admit that 
a protective tariff would benefit industry through higher prices. But as we 
recall, he believed in a harmony of interests. If an industry is protected, 
once it is viable it will produce at lower costs. If profits rise in a protected 
industry, this augurs well for the farmer. “A part of it [profit] is applied to 
the extension of their works, and thus is created demand for labor, enabling 
many to obtain food and clothing who otherwise might be unemployed 
and therefore unable to purchase either.”’”° In addition, “liberal profits in 
the outset are the necessary preliminaries to cheap supplies of this valuable 
substance in all the future.”’””’ 


Protection and Employment 


Having made his pitch to the farmer, Carey next turned to the industrial 
worker. What would protection offer him? Under free trade there were the 
industrial crises of 1822, 1837, 1842, and 1857. During periods of protection, 
there was prosperity in 1817, 1834, and 1847. Under protection employment 
rose. Pointing to the iron industry, he claimed that domestic output and 
consumption rose during periods of protection, and declined in periods of 
free trade. When furnaces and factories were given their chance by pro- 


19 Social Science 2: 274-76; Carey, Money, 15-16; H. Carey, Review of the Farmer’s Question, 
10-12. 

20 Social Science 2: 274-76; Carey, Farmer’s Question: Letter, Carey to Colfax, 20 January 
1865; H. Carey, Review of the Report of the Hon. D. A. Wells, 29. 

*1 Carey, Review of the Report of the Hon. Ὁ. A. Wells, 29. 
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tection, labor was in great demand and the nation enjoyed economic pros- 
perity.” 

When confronted with the fact that under free trade imports of raw iron 
had increased and prices had fallen to a fifteen-year low, Carey disregarded 
the real effects. Rather than proving beneficial to railroad building, he 
maintained this actually resulted in losses for American producers (iron 
producers, that is). However, once protection was restored, prices “ran up 
with great rapidity”” and employment increased again.” Having admitted 
that prices were higher, he justified this on the grounds that the iron industry 
was essential to the economy: although prices may be higher under pro- 
tection, at least everybody is working. 

Carey contradicted himself several times on the question of how prices 
behaved under protection, claiming the prices of manufactured goods could 
not rise because of the natural movement of goods from where they are 
cheap to where they are dear. Then he was forced to admit that prices 
would rise, but this was acceptable because of the higher employment that 
results from protection. 

Having greatly confused the issue of the relative prices of agricultural 
and manufactured goods, Carey finally dropped the subject. After this his 
sole emphasis was on the employment effects of protection. 


The Nature of Protection 


Henry Carey had a very strong opinion on the type of tariff the United 
States required. At a time when it was a major source of federal revenues, 
he came out unequivocally for a prohibitive tariff. Revenues would fall, 
but that was acceptable; recourse would then be made to direct taxation. 
That too was also acceptable, because under direct taxes government was 
more responsive to the people. Moreover, there would be less opportunity 
for political chicanery under such a system. There was another benefit: 
direct taxes financed worthwhile activities, e.g., schools, while indirect taxes 
financed less worthy causes, such as wars.”* 

Carey believed a flat prohibition of selected goods was better than any 
tariff schedule. Such a system was far superior to the French tariff schedule, 
for example, which he regarded as inordinately complex, with its plethora 
of regulations. “Our whole tariff is,” he wrote, “indeed, simplicity itself 
when compared with the classification of [the French tariff] in which there 


22 Carey, Financial Crises: Letter, Carey to Bryant, 27 December 1859; H. Carey, The Iron 
Question: Letter, Carey to Colfax, 6 January 1865. In his methodology, Carey tried to give his 
system dynamic properties. Correlating periods of prosperity with protection and of slack 
economic activity with free trade, he introduced his version of lags. The Tariff of 1842, for 
example, did not manifest its effects until 1846. In general, he posited a two- to four-year lag 
between the time a tariff was changed and the time the economy was affected. Carey, Harmony 
of Interests, 5-7; Carey, Review of the Report of the Hon. D. A. Wells, 10, 45; F. W. Taussig, 
Tariff History of the United States, 116-17. 

23 Carey, Review of the Report of the Hon. D. A. Wells, 12-14. 

24 Social Science 3: 191, 224-26. 
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are no less than one hundred and forty kinds of cotton yarn, each with its 
separate rate of duty.’ The tariff he preferred would be a simple one, 
deriving its simplicity from its overall prohibitive nature. 

Yet Carey made allowance for specialization. It was evident even to the 
“Ajax of Protection” that the United States was not suited to produce 
everything. ‘’Protection, therefore, may with great propriety be resorted to 
when it is in accordance with the nature of things, but never otherwise.’’”° 
In effect, a country should produce only what it is suited to produce, and 
it should import the rest. If the climate were unsuitable for certain crops, 
for example, they should be imported. His optimum tariff was a prohibitive 
one, with selected exceptions. 

Maintaining that free trade among nations could come about only as a 
result of the growth of domestic commerce, he asserted that, “the road to 
absolute freedom of trade lies through perfect protection. . . . Protection 
having in view the production of diversity in the modes of employment, 
and that alone, protective duties are temporary in their character—the 
necessity for them tending gradually to pass away, leaving commerce 
free.’’*” He continued that the enactment of protection ‘‘would be a dec- 
laration of war for the establishment of peace and free trade, and when 
the object of the war should be attained a continuance of hostilities would 
be found unnecessary.’’”® 

This program promised an eventual return to free trade, but it neglected 
two vital considerations: how to determine who produces what; and how 
and when, specifically, would one know that the time had come to remove 
all tariffs? 

Carey advocated protection for every nation until each was fully devel- 
oped. Until that happened, the only way primary producers could build 
up an industrial base was to allow them to protect their industry from 
English free trade. Once these industries were viable, all could return to 
free trade. Protection was only a means to that end.”’ The long-run goal 
was comparative advantage for each nation, but in order to achieve it in 
the future, there would have to be a temporary cessation of free trade in 
the present. This was consistent with his theory that economically the 
world was one nation. Unfortunately, he chose a most inefficient means 
of attaining that goal. 


A Summing Up 


In his theory of international trade, Henry Carey used a good deal of 
a prior! reasoning—he who had severely criticized others for their use of 
it. His introduction of transportation costs was an improvement over the- 


25 Carey, French and American Tariffs: Letters, Carey to Chevalier, 26 and 28 October 1861. 
26 Tbid.: Letter, Carey to Chevalier, 30 October 1861. 

27 Social Science 2: 123; Carey, Harmony of Interests, 67; Social Science 3: 442. 

28 Carey, Past, Present, and Future, 471. 

29 Carey, Letters to the President: Letter, Carey to Buchanan, 17 March 1858. 
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ories that neglected these expenses which certainly did exist; but his analysis 
of prices was extremely poor. His system of protection had a time limit, 
for once all nations had developed their manufacturing, free trade would 
once again be operative. However, he did not provide a means of deter- 
mining how each nation would know just what to produce and when 
protection should be removed. Nevertheless, he maintained that in the 
long run international specialization and comparative advantage would 
prevail. 

His economic philosophy was based on laissez-faire. Although he now 
attacked this doctrine, the sole instance in which he deviated significantly 
from it was in the matter of trade.*° In assigning a role to government, he 
argued that not only would economic development ensue but the people 
of the United States would improve both politically and morally. In this 
respect he approaches the members of the historical school.?! He admitted 
that his example was the Zollverein. As a result, his system closely resembles 
the German approach to political economy, and in its most complete form, 
his theory of international trade was an infant-industry model. If he had 
been willing to let it go at that, his argument might have had some standing. 
Unfortunately, in his attempt to gain popular support, he made so many 
conflicting statements that his theoretical exposition ended in a quagmire 
of contradictions. 


Protection and the Distribution of Income 


A protective tariff was Carey’s answer to the development question, but 
such a tariff raises questions about its effect on income, employment, con- 
sumption, and revenue. Carey answered these questions in the following 
manner. He was not concerned about the revenue effects of the tariff, 
because he was willing to substitute direct taxation, thinking that the gov- 
ernment would be under closer scrutiny by the taxpayers. The employment 
effects of his tariff policy were considered only insofar as employment 
increased in the United States. He completely disregarded the effect of 
income and employment abroad and the potential feedback on the United 
States. The protective effect was a higher output produced domestically, 
and he argued that consumption would increase under the tariff, with 
prices remaining constant.*? 

While these aspects of his theory provided the fuel for much of the 
protectionist polemic in Congress, they are unsupportable on the grounds 


°° Carey was consistent in his argument that domestic competition should prevail. He opposed 
the National Bank Act of 1863 because he thought it instituted monopoly privileges. H. Carey, 
Resumption, 9-11. 

°! See E. von Philippovich, ‘The Infusion of Socio-Political Ideas into the Literature of 
German Economics,”’ 173-74. 

52 Social Science 1: 137-38, 267-76; Social Science 2: 428. Once the tariff was in effect, 
increased consumption and constant prices would be possible only with a perfectly elastic 
supply curve or with great shifts in it. 


A THEORY OF TRADE 53 


of contemporary economic theory.*? However, Carey tried to analyze one 
feature of tariffs that was scarcely considered until the twentieth century. 
This was their effect on the distribution of national income.** 

His analysis of the distributional effects of tariffs had its basis in the 
principle he deduced to account for the apportionment of national income 
between capital and labor. Total product was to be divided between these 
factors in the following manner: 


The labourer’s share has increased; and—the total product having largely in- 
creased—the augmentation of his quantity is very great, that of the capitalist has 
diminished in proportion; but—the product having so much increased—this re- 
duction of proportion has been accompanied by a large increase of quantity. Both 
thus profit greatly by the improvements that have been effected. With every further 
improvement in the same direction, the same results continue to be obtained—the 
proportion of the labourer increasing with every increase in the productiveness of 
effort—the proportion of the capitalist steadily diminishing, with constant increase 
towards equality among the various portions of which society is composed.*° 


Carey asserted that labor’s relative share of a constantly increasing total 
product grew and capital’s declined, while the absolute shares of each 
factor continued to rise. He first stated this distribution axiom when he 
claimed that there was a harmony of interests between capital and labor. 
Now, because economic development depended upon protection, he argued 
that the effects of a tariff on the distribution of national income would also 
be an equalization of relative returns and an increase in absolute shares. 

In terms of modern international trade theory, this law of distribution 
sounds like a rudimentary version of the Heckscher-Ohlin theory. However, 
Carey also assumed that, even in the face of a tariff that misallocated 
resources, the absolute real return of each factor—and therefore total real 
income—would increase. Samuelson and Stolper have analyzed the situ- 
ation under a tariff in which the return to one factor would grow both 
relatively and absolutely but the total real income of the given country 
would fall.*° In the light of this work, we see that Carey’s contention of 
an increase in total real national income is untenable. 

In addition to his statement regarding the distribution of income, Carey 
made observations that call to mind reciprocal demand and the terms of 
trade: his claim that the American farmer gave more and more primary 
products for fewer and fewer finished goods, and that the more that is 
exported the lower will be the market price. Using these concepts and 


°° Carey was not without influence in Congress. His spokesman in the House was Con- 
gressman William “Pig-Iron” Kelley, who readily acknowledged Carey as his economic master. 
See W. D. Kelley, Speeches, passim. 

°4 L. Metzler, ‘Tariffs, the Terms of Trade and the Distribution of National Income,” 1-2. 

55 Social Science 3: 113. 

36 W. FE. Stolper and P. A. Samuelson, ‘’Protection and Real Wages,’’ 58-73. As Metzler has 
demonstrated, this analysis neglects the effects of a tariff on the terms of trade. See Metzler, 
“Tariffs,” 1-29. 
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claims, it is possible to apply to his writings an alternative analysis of the 
effects of a tariff upon the distribution of national income. 

If the effect of a tariff on the terms of trade is such that the world price 
of imports relative to exports falls, it is possible for total real national income 
to increase. This could occur even if the tariff has caused a resource mis- 
allocation.*” In this case Carey’s contention that national income would 
rise is correct. But now his distribution axiom must be evaluated in light 
of this development. 

In the case of an inelastic demand for exports, assuming labor to be the 
scarce factor and utilized in the import-competing industry, the real income 
of the country rises, given a favorable shift in the terms of trade. Carey’s 
case is partially tenable. In this example, however, the tariff has two other 
effects. It raises the domestic price of imports, but because of the reduced 
demand for these imports, it depresses the world price of these goods 
relative to exports. The final result depends upon which of the two effects 
is stronger. If the second outweighs the first, exports will be stimulated, 
and as they increase, the abundant factor (land, or capital in Carey’s terms) 
receives an increase in its absolute and relative shares of national income.”® 
Thus Carey’s case falls with respect to the distribution of income, as labor’s 
relative share declines; but he was partially correct, because total national 
income can rise. 

Alternatively, if there is an elastic demand for exports, a tariff that raises 
the domestic price of imports relative to exports also increases the relative 
and absolute shares of the scarce factor. But in this case, there is no favorable 
shift in the terms of trade to overcome the resource misallocation caused 
by the tariff. Although the scarce factor’s relative and absolute shares in- 
crease, it will be at the expense of the abundant factor and total income. 
Here Carey’s distribution axiom and his contention that total income rises 
are both untenable. 

Therefore, when the demand for exports is inelastic, the change in the 
terms of trade brought about by the imposition of a tariff could be so great 
that it offsets the resource misallocation and total real national income 
rises. As regards the distribution between factors, however, given the mag- 
nitude of this shift it now becomes more profitable to engage in exports, 
and resources move there. The relative and absolute shares of the scarce 
factor decline and those of the more abundant factor rise. 

Carey argued that there was a sectoral harmony of interests between 
agriculture and manufacturing. Protection would benefit both. There was 
also a harmony of interests between labor and capital, viz., the relative- 
return equalization principle. But this analysis of the effects of a tariff upon 
distribution shows that while protection might, in certain circumstances, 
increase incomes in one particular sector or for one factor, it will not increase 


57 Metzler, “Tariffs,” 6 and passim. 
38 Tbid., 18-19. 
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the income of all sectors or factors. Carey’s harmonious distribution axiom 
and a rising national income cannot coexist. It is to the advantage of a 
scarce factor to have a tariff if the demand for exports is elastic; whereas 
the abundant factor prefers free trade in that case, or protection if the 
demand is inelastic. 

It appears that the only tenable application of Carey’s theory is when 
there is an inelastic demand by foreigners for American exports. In that 
case national income could rise, but the distribution would not be along 
the lines he envisioned. 


Protection and the Nation-State 


Although he qualified his position by stating that free trade would prevail, 
albeit in the long run, Carey was a protectionist in every sense of the word. 
Was he a mercantilist as well? That term has had a variety of meanings. 
Schmoller, for example, interpreted it as an exercise in state building. For 
Heckscher it was a unique monetary system and a concept of society. For 
others it involves “‘fiscalisme,” that is, the increase in the revenues of the 
state or the sovereign achieved by protectionist policies.” 

To a certain degree, Carey agreed with all these definitions of mercan- 
tilism, but not entirely. Given his concern for American independence, he 
was particularly interested in the growth of the nation-state. Still, he was 
never enthralled by visions of an American hegemony, and he was firmly 
opposed to a concentration of power in the central government. He wanted 
to provide adequate financing for the state, but he preferred direct taxes 
to indirect taxes because the former were more visible to the taxpayer and 
offered a means of keeping a tighter rein on the government. On the issues 
of the political and financial power of the central government, Carey both 
agreed and disagreed with mercantilist philosophies. 

Another major concern for classical economists was the concentration 
of power that came into being in a mercantilist state. They held the best 
means of avoiding this problem was to promote competition through free 
trade and free markets. But they faced a dilemma, for they also wanted to 
maintain national power.*° The solution to this problem lay in compromise. 
Exceptions to free trade were made when the national well-being required 
it. These instances were protection for national defense and new industries; 
if protection would force other nations into free trade; and if by repeal of 
a specific duty legitimate vested interests suffered.*? 

Carey also manifested concern for concentrations of economic power. 
Rather than resorting to free trade internationally, he argued for internal 
competition. He theorized that ‘the internal competition which takes place 


°° G. Schmoller, The Mercantile System and Its Historical Significance, 50-51; W. D. Grampp, 
‘‘Mercantilism and Laisser-Faire in American Political Discussion,’” 33; H. Heaton, ‘Heckscher 
on Mercantilism,”” 375-78; E. Heckscher, Mercantilism 1: 178. 

*°'W. Ὁ. Grampp, “On the Politics of the Classical Economists,” 736-39. 

11 Tbid.; A. Smith, Wealth of Nations, 507. 


56 RODNEY J. MORRISON 


soon does away with everything like monopoly, and by degrees reduces 
the price of the article to the minimum of a reasonable profit on the capital 
invested.’’*? Similarly, he asked: 


Does not your own experience prove that the more perfect the security of the 
manufacture in the domestic market, the greater is the tendency to that increase of 
domestic competition which. . . [lessens]. . . the cost of cloth and iron? Do not 
men, everywhere, become more free, as that competition grows and as employments 
become more diversified?® 


The difference between Carey and the classicists lay in his view that the 
United States would provide the great free-trade market that Smith thought 
the Empire would provide for Great Britain.** 

Ideally, an unqualified application of free trade could come about only 
in a world-state.*” Neither Carey nor the classicists advocated this. In order 
to maintain the national state yet inhibit the growth of absolute power, 
both compromised by deviating from the principle of free trade in isolated 
instances. In all other respects they opposed mercantilist restrictions. Sim- 
ilarly, at no time did Carey call for price regulations or controls on wages, 
quality, or output. Both Carey and the classicists advocated free trade but 
stopped short of cosmopolitanism. One side in the debate, the classicists, 
would suspend the principle periodically to achieve a particular goal. The 
other, Carey, would suspend the principle once so that free trade could 
later be conducted without interruption. He took this stand because he 
thought that, in a world of nation-states, free trade would be possible only 
if all were economically developed. 


A Personal Stake 


Henry Carey’s theory of international trade had as its objective the eco- 
nomic development of the United States. Prominent in his argument was 
his attempt to convince agricultural interests that protection would most 
certainly increase their well-being. This, however, led him into many con- 
fusing and contradictory statements when he tried to explain how prices 
would behave under protection. 

He was very concerned about the iron industry. In a number of instances, 
he claimed it was the nation’s most important industry. Agriculture, which 
had been preeminent, now became a member of a chain whose most vital 
link was the iron industry.*° This last stand led him to attack the railroads 


42 Social Science 2: 182-83. 

* Carey, Financial Crises: Letter, Carey to Bryant, 13 March 1860. 

“*W. A. Williams, Contours of American History, 71-73. 

** W. Ὁ. Grampp, ‘‘Politics,” 739. 
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for supporting free trade, a policy that would enable them to purchase 
cheaper rails from England. Needless to say, he saw this as a serious threat 
to the nation’s most important industry.*” 

Other targets of his lobbying were those regions of the country engaged 
in exports. These naturally included the South, which had steadily opposed 
protection. Carey’s arguments to persuade that region were based on his 
contention that protection would enable it to escape the trap of remaining 
a primary producer, dependent upon foreign markets. Protection would 
enable it to develop a manufacturing base.*® In addition, his stand on slav- 
ery, opposing it but not interfering with it, was a mild one in comparison 
with most abolitionist sentiments. 

Before 1857, Carey had described New England as a forward-thinking 
area because its industrialists supported protection. After 1857, when New 
England’s support of protection waned, so did Carey’s affection for New 
England. He took this region’s change in attitude towards the tariff as a 
symptom of its sectionalism. It was now developed and no longer needed 
protection. The least it could have done was to go along for the good of 
the rest of the country. He had formerly referred to free trade as the “British” 
system; now he called it the ‘Massachusetts’ system.” 

Carey’s concern over the iron industry and tariffs to protect it are set in 
a new light when we read his will; it listed large holdings in coal lands in 
Schuylkill and Luzerne counties, stock in the Shickshinny Coal and Iron 
Company, and stock in the Mammoth Vein Coal Company.” These hold- 
ings were first brought to light in the Pennsylvanian of 6 October 1860, 
which compared “‘the free trade of Henry C. Carey of 1832, who was not 
then the receiver of coal rents, and the tariff of Henry C. Carey of 1860, 
who is now the receiver of coal rents.’””’ 

Further information gives us more background for Carey’s views. He 
first supported protection in 1847, with the publication of The Past, the 
Present, and the Future. This was after he had suffered a substantial loss in 
1840, when a paper mill he had invested in collapsed due to foreign com- 
petition. He made his best strike in 1852, when he opened up coal mines 
in Schuylkill County.°* These factors were public knowledge during Carey’s 
lifetime. He acknowledged the charges made by William C. Bryant in the 
Philadelphia Evening Post.°° But in all his subsequent work, he never again 
commented on these allegations. He continued as ardently as ever, pro- 
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claiming the virtues of protection for the entire nation, the coal and iron 
industries notwithstanding. 


The Role of Nationalism 


In its historical context, Carey’s position is understandable. English po- 
litical economists saw the harmful effects protection had on their nation. 
They assumed the same effects would occur in the United States, or any- 
where else, so they universally opposed protection. Alfred Marshall was 
a prominent exception to this position. 

Marshall, for instance, said that the more America exported primary 
products the less benefit she received from the law of increasing returns. 
As he put it, manufacturing on a large scale was more economical than on 
a small one. Thus England could manufacture more cheaply, the more she 
exported. The United States, if it followed protection, could also attempt 
to gain some of the benefits of large-scale production. This would succeed 
if the cost of domestic manufactured goods did not rise in price by the full 
amount of the protective tax.” 

Marshall agreed with Carey on another point. This was that in stumping 
for free trade, the English were claiming what was best for them was best 
for the world at large. In reality, to reap all the benefits in a particular line, 
the English would willingly suffer temporary losses to destroy competitors. 
Citing a parliamentary source that Carey had used some fifty years earlier, 
Marshall quoted a member of parliament who said: 


The labouring classes generally in the manufacturing districts of this country, 
and especially in the iron and coal districts, are very little aware of the extent, to 
which they are often indebted for being employed at all, to the immense losses 
which their employers voluntarily incur in bad times in order to destroy foreign 
competition, and to gain and keep possession of foreign markets. The great capitals 
of this country are the great instruments of warfare against the competing capital 
of foreign countries, and are the most essential instruments now remaining by 
which our manufacturing supremacy can be maintained.”° 


Although analytically deficient, Henry Carey’s political economy is an 
outstanding example of the theories put forth by indigenous American 
political economists, untrained in the discipline, committed to nationalism, 
and unwilling to accept the classical English model. The combination of 
these elements produced a stand that held that economic competition with 
a fully developed or more developed nation was impossible for a late starter. 

The best summary of this point was made by Marshall, who stated that 
the basic problem prohibiting a comprehensible discussion between free 
traders and protectionists in the nineteenth century was that England was 
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an older country and had already accepted new industrial ways. English 
political economists of Carey’s day held that the two phrases, “the com- 
modities which a country can now produce most easily” and “the com- 
modities which a country has the greatest potential advantage for produc- 
ing,’’ were convertible. Henry Carey attempted to point out that this rea- 
soning was not necessarily true when applied to countries other than 
England—only to be told that America’s inability to manufacture complex 
products had the same foundation in natural law as her inability to produce 
oranges.”° 


56 A. Marshall, Industry and Trade, 761-62. 


VI. A THEORY OF ECONOMIC DEVELOPMENT 


s would be expected of a nationalist, Henry Carey’s all-consuming 
interest was the economic development of the United States. Every 
element of his political economy found its ultimate expression in 

this concern. His theories of rent, income distribution, trade, institutions, 
his concern for moral and social development, his anglophobia—in short, 
his entire economic philosophy—were all combined in the theory he offered 
to promote the political independence and economic development of the 
United States. 


A Locational Theory of Development 


Henry Carey’s theory of economic development was institutional in na- 
ture, and it had two central principles that described the alternative growth 
patterns a less developed country could follow. These principles were cen- 
tralization and its antithesis, concentration. The former was the develop- 
ment of a single center of economic activity with all else on a periphery; 
the latter was the development of a multiplicity of local centers of economic 
activity. Under centralization, manufacturing and agriculture were spatially 
dispersed; under concentration both were in the same general locale. Under 
centralization, local areas lost their political and economic independence 
as they were dominated by the one large center; under concentration they 
retained their independence. Under centralization, the state, synonomous 
with the one large center, became all-powerful and national attention turned 
outward rather than inward. In concentration, emphasis was placed upon 
the local unit, and the strength and well-being of that micro-unit was 
paramount.’ 

Only if they followed the principle of concentration did less developed 
regions and countries have the possibility of achieving economic and po- 
litical independence. Carey maintained that the economic advantage of 
concentration was that the development of local centers led to increasing 
specialization and diversification. In turn this fostered interdependence 
both within and without the local unit. Consequently, the more highly 
specialized a region became, the more it was in its best interest to associate 
with its neighbors.* When it did so, the relationship that evolved was noth- 
ing less than economic development. 


' Social Science 1: 43-44; Carey, Past, Present, and Future, 289-94. 
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Carey called this cooperative tendency among small units the principle 
of association, and it was the crucial point in the development process. 
The greater the power of association, the greater would be the rate of 
development of each local unit.’ Once concentration and the principle of 
association were functioning, they gave rise to a pattern where: 


. . the establishment of a local attraction [tends] to neutralize the attraction of 
the capitol, or great commercial city; and where such local centres must exist, there, 
invariably, is found the greatest tendency to the development of individuality, and 
the combination of action—and the most rapid progress in knowledge, wealth, 
and power.* 


For Carey, a developed region was a cell-like structure composed of a 
large number of self-governing localities in which producer and consumer 
were side-by-side. Over time, these small settlements grew to be cities, and 
then cities merged to form an independent nation. While this was the 
general pattern, one only has to introduce states into the process to get the 
birth of a federal system. 


As employment becomes more diversified in the town, it is enabled to combine 
its efforts with its neighbor towns, to effect in the transport to and from the more 
distant city; and as the cities grow, they in like manner, are enabled to unite in 
facilitating intercourse with nations.” 


The opposite principle, centralization, was a monopoly system dominated 
by the one large center. Given Carey’s nationalist bias, England played the 
role of monopolist. However, when localities are given the opportunity, 
they can exert a counter-attraction to that exerted by the more developed 
center. 


The more perfectly the local attraction tends to counterbalance that of the centre— 
the more society tends to conform itself to the laws we see to govern our system 
of worlds—the more harmonious will be the action of all the parts.° 


This could happen only when development proceeded according to con- 
centration, flowing from the fact that, because of complete specialization, 
localities “needed” each other. The main impediment to this type of de- 
velopment in a new country was that the center had an attractive force 
which drew resources and factors of production to it, leaving the late- 
starter, generally a primary producer, in the backwash. On this point it 
must be remembered Carey had earlier claimed the terms of trade had 
turned and would continue to move against the primary producer. It was 
essential that late-starters be allowed to develop according to the principle 
of concentration. If this were done, localities and eventually countries could 
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develop their own political and economic power to balance that of the 
center. The alternative was to end up as peripheral, dependent units: 
scarcely an acceptable course for a concerned nationalist. 


The more perfect the power of association, and the greater the notion of society, 
the greater must be the tendency towards the development of individuality, the 
more rapid the increase of production, the greater the facility of accumulation, the 
greater the tendency to decline in the value of all existing accumulations [the har- 
mony based on the falling cost of reproduction] and the smaller the proportion of 
the products of labor that can be claimed in return for their use.’ 


Beyond economics, concentration affected a country in another way. In 
keeping with his contention that political economy dealt with more than 
economic relationships, Carey maintained concentration would lead to so- 
ciety’s moral improvement. 


Concentration, by means of which the consumer and producer are brought to- 
gether, has the same effect in nations as in families; and if we desire to see im- 
provement in moral feeling, in habits of kindness, and in the disposition to make 
exertions for the common good, we shall find it as we look more and more inward.° 


As was noted earlier, in the middle years of the nineteenth century there 
was a rejection of European culture and mores by nationalistic Americans. 
In his call for an inward movement, Carey expressed this isolationist view 
in economic terms: “If you would be free and happy, and rich, labour to 
promote concentration, whose companions are peace and wealth; and avoid 
centralization, whose companions be poverty and war.” 

Stressing internal development, Carey rejected the assumption that the 
international economic system produced equilibrating growth. As he saw 
it, the system moved in a cumulative fashion, and inequalities between 
developed and less developed areas increased rather than decreased. If 
one nation were more advanced than the rest, he thought industry in the 
already established country (England) would gain even greater advantage. 

It was Carey’s contention that if the equilibrium assumption were to 
hold, a comparable level of development must obtain in all countries. If it 
did not, the gap between center and periphery would widen. This was 
why he proposed free trade only after a departure into protection. Similarly, 
Myrdal states: 


real success in underdeveloped countries’ nationalistic economic policies would 
bring us nearer and not further away from the stage when an integrated world 
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policy, based on international solidarity, could with more effectiveness be at- 
tempted."° 


Considered in this light, Carey’s development theory was more than 
simply a bad case of xenophobia. In the face of all he had observed through 
the prism of his mathematical method, he just did not believe growth at 
the center would spread to outlying areas. Rather, he envisioned a center- 
periphery relationship in which areas on the periphery suffered rather than 
benefited in their trading relations with the center. 

To overcome this dependency, Carey urged that each nation reach a 
comparable level of development before it entered the world economy. 
Unless it did so, it would be caught in a backwash from which there was 
no escape. Given his concern for national independence, he was little af- 
fected by arguments about allocative efficiency and trade as an engine of 
growth."! 


Commerce and Trade 


Using the center-periphery relationship, Carey formulated a policy by 
which the process of cumulative growth could be broken. Central to his 
model was the turn of a phrase. The key was ““commerce’”’ versus “‘trade.”’ 
‘The words commerce and trade are commonly regarded as convertible 
terms,” he wrote, ‘yet are the ideas they express so widely different as to 
render it essential that this difference be clearly understood.”’’* For Carey, 
commerce had the eighteenth-century French meaning of the ideal pattern 
of social relations which arises when exchange is carried on within a given 
geographical region. Trade, on the other hand, had as its primary aim the 
development of external relations." 

In his early work, Carey had regarded all labor as productive and thought 
merchants or intermediaries who engaged in trade and transportation could 
be classified as “creators of value.” In his trade theory, however, he changed 
his mind and declared that middlemen were a species of unproductive 
labor. Why he did so is clear. Having placed great emphasis upon the 
power of association, he found that in order to construct a consistent system 
he had to play down the factor of distance. To do so he used the physiocratic 
notion derived from Quesnay, declaring that intermediaries enrich them- 
selves at the expense of the producer and the consumer."* 
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Now he had almost all the components necessary for a complete system. 
If trade is a manifestation of centralization and middlemen are involved 
in it, then under centralization a species of unproductive labor obtains 
benefits, at the expense of the producer and the consumer. Under concen- 
tration, however, intermediaries are bypassed, as producer and consumer 
are close to each other, conducting commerce rather than trade. 

To accomplish his goal, one more thing was needed. If the nation were 
not going to import manufactured goods and if agriculture were to depend 
on the domestic market, there had to be balanced growth between these 
sectors. But as long as free trade was permitted, manufacturing could not 
grow; and without this sector, agriculture could not hope for sufficient 
demand to clear the market at a viable price. The solution was obvious: 
domestic industry must be protected. 


Classical Rent—Once Again 


A final factor that had to be considered in this theory of regional de-.- 
velopment was the frontier. Regardless of how strong a case Carey made 
for protection, the fact remained there was much rich farm land in the 
American West. As that land was developed, agricultural commodities 
poured onto the market, which tended to short-circuit Carey’s program 
for domestically oriented development, because farmers grew increasingly 
dependent on foreign markets. Something had to be done and Carey 
thought he had the answer. 

One unfavorable effect of trade, the concomitant of centralization, had 
been “premature’’ westward expansion in the United States. Writing in the 
late eighteen-forties, Henry Carey argued that the United States was es- 
sentially a primary producer engaged in exports. It lay on a periphery 
whose center was Great Britain, so it was in a dependent position. If it had 
not engaged in agricultural exports, which only stimulated further west- 
ward migration, it could have used the principle of concentration and de- 
veloped manufacturing centers in the East, built up surrounding farming 
areas to carry on commerce with these centers, and then gradually moved 
westward.'” 

There was a classical precedent for his concern over the role of land in 
economic development. Despite the fact that most of the classical analysis 
of land and rent had focused on the scarcity concept—as would be expected 
in an island-country—attention had been paid to the case where land is 
an abundant factor. This is not surprising, given the existence of the Empire. 

Edward Wakefield, and later Torrens, attributed much more importance 
to scarcity rents than did Ricardo. Wakefield argued that in a new or de- 
veloping colony, because of the availability of a large supply of unsettled 


15 Carey, Past, Present, and Future, 298-300. Carey overlooked the possibility that the West 
was opened by people seeking (and obtaining) higher returns. 


THEORY OF ECONOMIC DEVELOPMENT 65 


land, the price of real estate would be low and within easy reach of the 
colony’s early settlers. The availability of this low-priced land would hinder 
the economic development of the colony by luring emigrants away from 
settled areas, thus precluding an effective division of labor. To avoid this 
inefficient dispersion of labor, Wakefield proposed that an artificial price— 
a sufficient price in the sense that it would be neither too high nor too 
low—be established on land. Settlers would then not be able to move 
rapidly to the hinterlands, hindering the growth that might be achieved 
by a more effective division of labor. 

In addition to preventing a premature dispersion and an ineffective di- 
vision of labor, the sufficient price would also cause high rents in those 
areas that benefited from a concentration of labor and capital. These high 
rents would be a source of government revenues, for Wakefield proposed 
they be taxed either to underwrite the colonial venture or pay for other 
government expenditures.’® 

The relationship between rent and economic development was important 
for Henry Carey. He was convinced he had attained his first goal, the 
refutation of the classical model, by proving rent would not increase at the 
expense of other factors. He had demonstrated that rent’s relative share 
actually declined as the economy progressed. 

His second goal was to establish protection as the official commercial 
policy of the United States. The keynote here was his explanation of why 
the United States was not developing at a sufficient rate. Like Wakefield 
before him, he held that concentration, which gives rise to local special- 
ization and diversification, was impossible as long as premature dispersion 
continued.'” 

Here the similarity between Carey and Wakefield ends. While Wakefield 
argued premature dispersion could be prevented by regulated land values, 
Carey—opposed to classical rent, and also, with one exception, to govern- 
ment interference—claimed this dispersion was not due to the low price 
of land. Instead, he held it was due to the frontier being pushed farther 
and farther west in the quest for exports. Carey had observed that market 
conditions obliged the American farmer to give more and more primary 
products for fewer and fewer finished goods. And the more commodities 
that were exported, the lower was the price the farmer received. In rudi- 
mentary terms he contended there was an inelastic demand for these exports 
and the terms of trade were moving against the United States. 

Asserting that no completely agricultural nation could ever be econom- 
ically or politically independent, he concluded that the United States must 
develop a manufacturing base. But as long as Great Britain was so far 
advanced, and as long as the operational pattern was centralization, with 
its attendant dispersion and worsening terms of trade, the growth of in- 
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dustry in the United States would be impossible—unless a satisfactory 
remedy were found. 

Unlike Wakefield, who proposed higher rents, Carey, expressing a loath- 
ing of that element of the classical system, argued that protection would 
be the right solution, for then development would proceed along the lines 
of concentration. Protected industries would hold labor in the developing 
centers, thereby preventing premature dispersion. Moreover, the creation 
of a domestic market, one of the results of concentration, would eliminate 
the necessity of exporting primary products.'® This argument was also of- 
fered as a refutation of Malthus. Carey contended that immigration, stim- 
ulated by protection, would provide not only additional factors of pro- 
duction but an expanded market as well. 

From the standpoint of economic theory, beyond its infant industry as- 
pects, Carey’s reliance on protection as the means of promoting economic 
development is unsound. Judged by nationalist standards, however, the 
result is different. For if ‘“Ricardo’s vision foresaw British industry supplying 
the world with manufactures produced under conditions of increasing 
returns, and exchanging these for imported raw materials which otherwise 
would have been produced at home at increasing costs,’’ Carey’s foresaw 
the role of primary producer as totally unacceptable for the United States."” 
In his judgment, such a position would mean complete economic depen- 
dence upon England. 

Theoretical flaws notwithstanding, Henry Carey formulated what he 
considered to be a complete model designed to avoid increasing rents, 
premature dispersion, and a declining standard of living. At the same time 
his plan would achieve economic development and independence. 


Internal Development 


Convinced he had settled the case of free trade in international markets, 
Carey next shifted his attention to internal development. In a sound analysis 
of market prices, he stated that ‘the corn which grows within a mile of 
the town sells there for the same price with that which comes from twenty 
miles distant. But the price of the latter must, generally, not only pay the 
expense of raising it and bringing it to market, but afford too, the ordinary 
profits of agriculture to the farmer.’’”° 

In terms of location theory, Carey was arguing that the farmer who 
leaves land near the city and migrates to the hinterland substitutes distance- 
inputs for labor-inputs. He does so with the expectation that he will receive 
a higher return for the former.*’ If market conditions are such that this 
substitution turns out not to be efficient, the farmer will suffer losses. That 
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was Carey’s prediction, based on his notion of premature dispersion to the 
west. Conversely, in his model of growing local centers, he asserted that 
the return to the labor-input would exceed that to the distance-input because 
of the inverse relationship existing between low value and bulky primary 
products. 

Carey’s version of the development process was that specialization and 
diversification increase when growth proceeds on a local and regional basis. 
This pattern confers benefits on other industries located in the same area. 
The next phase in the process of regionalization is the organization of a 
flow of commodities that, with few exceptions, would be interregional 
rather than international. However, because regional industries in a less 
developed country can not compete with those in a more developed country, 
the sine qua non of this process is protection. 

At the heart of Carey’s theory of the location of economic activity were 
his concepts of concentration and association and his concern over trans- 
portation costs. These were combined with his definition of commerce, to 
explain where industry should be located. Underlying this structure were 
the thoughts of Adam Smith, whom Carey quoted at length. 


An island country, naturally fertile and easily cultivated, produces a great surplus 
of provisions beyond what is necessary for maintaining the cultivators; and on 
account of the expense of land carriage, and the inconveniency of river navigation, 
it may frequently be difficult to send this surplus abroad. Abundance, therefore, 
renders provisions cheap, and encourages a great number of workmen to settle in 
the neighborhood, who find that their industry can there procure them more of 
the necessaries and conveniences of life than in other places. They work up the 
materials of manufacture which the land produces, and exchange their finished 
work, or what is the same thing, the price of it, for more materials and provisions. 
They give a new value to the surplus part of the rude produce, by saving the 
expense of carrying it to the waterside or to some distant market.” 


Development, as Carey saw it, was the outcome of the process of con- 
centration: industry locates near its raw material source, the agricultural 
area. Within local centers specialization and diversification take place, con- 
fering benefits on other industries in the same area. Advantages of situation, 
his concept of external economies, then arise, and growth spreads to other 
regions. The final phase is the organization of commerce, which is the 
export of finished goods by all regions and, ultimately, nations. Governing 
all this is the fact that protection must be instituted at the outset if con- 
centration is to be viable. 

In this process of agglomeration, production is centered in one area be- 
cause of the external economies derived from the lower costs of transpor- 
tation between suppliers and users of raw materials. Further external econ- 
omies arise by locating specialized processes and auxiliary services close 
to one another.” 
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One diseconomy associated with agglomeration is rising land rents caused 
by congestion and crowding in one area.** Owing to his distribution theory, 
however, this was one factor that did not bother Carey. He eliminated this 
problem by asserting that rent, as a relative share of national income, would 
decline. 

Notwithstanding the untenable propositions of protection and the view 
of transportation as an unproductive activity, Carey’s theory approximates 
what some economists have called the traditional pattern of economic de- 
velopment. Starting with a self-sufficient subsistence economy with some 
trade and local specialization, the next move is to truck-gardening, and 
then to industrialization leading to exports.” 

Those who disagree with this pattern emphasize the income and foreign 
exchange to be derived from early growth in the export sector.*° Carey, 
however, followed the conventional approach, although he argued that 
this sequential pattern could be achieved only if a locality or region did 
not specialize in the export of primary products. Neglecting any positive 
effects a less developed country might derive from international trade, he 
asserted, as did Friedrich List, that production for export and free trade 
(solely in manufactured goods) should come only after internal development 
was attained. 


Money’s Role in Protection 


Henry Carey also wrote a great deal on the subject of money. For the 
most part, this work was a reworking of the simple quantity theory and a 
monetary theory of the rate of interest. But as was true of almost every 
other aspect of his political economy, his chief concern over the economic 
role of money was in national development. He opposed the National Bank 
Act of 1863, because he believed it to be an unwarranted interference in 
the private sector and an impediment to regional development.*’ He ob- 
jected most strongly to the act’s distribution provision, a feature that stipu- 
lated the supply of notes allocated to a given geographical region would 
be based primarily on its population, resources, and economic activity, 
with a remainder to be determined by the secretary of the treasury. Carey 
pointed out this would mean that approximately sixty percent of the nation’s 
total stock of paper money would be concentrated in New York and New 
England.”® He considered this unfair to the still developing areas of the 
country. 
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Another practical question was the resumption of convertibility. During 
the Civil War the United States Treasury had suspended convertibility 
and introduced greenbacks to help finance the war. One of the first prob- 
lems of the immediate postwar period was what to do about that issue of 
paper money. | 

In April of 1866 Congress passed a law reducing the currency in circu- 
lation, and Secretary of the Treasury McCulloch contended this was the 
program the country had to follow if convertibility were to be resumed. 
The hope was that, by reducing the amount of currency outstanding, the 
Treasury would be able to deflate the price level until notes circulated at 
par with gold.”’ Carey opposed this policy and argued for a continuation 
of the monetary status quo. In his view, the economy suffered from an 
inadequate money supply, and this had caused the postwar recession.”” 

There was another aspect to his opposition, related to the international 
sector. From 1865 to 1879, the United States operated on a fiduciary stan- 
dard, with freely fluctuating exchange rates.*’ There were two kinds of 
money, specie (gold) and paper, and they exchanged at fluctuating rates; 
with gold serving as foreign exchange, its price being equivalent to the 
exchange rate. 

Carey saw the continuation of this system as another means of achieving 
protection. For as long as domestic currency was discounted against gold, 
the medium of foreign exchange, imports were at a competitive disadvan- 
tage. In fact, it would be better if notes in circulation increased, because in 
that case, if his quantity theory were correct, the premium on gold would 
increase. 

Carey saw the fine hand of the Bank of England in the urgency with 
which McCulloch pursued resumption. Carey argued that the English 
were opposed to any action that would maintain or increase the price of 
gold in the United States, because that would limit U.S. imports from 
England. According to him, the policy England preferred was a reduction 
in gold’s premium. If the Treasury were able to reduce the price of gold, 
imports would once again flood the United States; but to maintain or in- 
crease the premium would be as effective as any tariff.** Convertibility at 
pre-war rates would mean deflating the domestic economy, and it would 
throw the country open to free trade. 

In opposing resumption, Carey lined up with some very unlikely allies. 
The traditional explanation of the battle over this matter was that agrarians 
and lower-income groups opposed it and industrialists and higher-income 
groups favored it.*? We might expect Carey to be in the latter camp. Not 


295 Studenski and Kroos, Financial History, 170-71; Sharkey, Money, 80-81, 115. 

°° Ἡ͵ Carey, Contraction or Expansion: Letters, Carey to McCulloch, 28 and 30 January 1866. 

3! M. Friedman and A. Schwartz, A Monetary History of the United States, 15. 

"2, Carey, Our Future: Letter, Carey to Borie, 22 May 1869. Carey linked protection to 
reconstruction. See H. Carey, Reconstruction: Letter, Carey to Wilson, 26 August 1867. 

°° Studenski and Kroos, Financial History, 161. 
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so: his insight into the protective effects of a depreciating exchange rate 
put him in the “wrong’’ camp.** 

Carey expounded his opposition to resumption and his fears of British 
interference in testimony to Congress. 


Question: It is alleged that there can be no stability in our monetary arrangements 
until, in imitation of Great Britain, we shall have made gold the exclusive 
standard by means of which all other commodities shall be determined. 
What is your view of the matter? 


Answer: If we are on the British standard every upheaval there has brought us 
down.. . . These facts, as well as others within my knowledge, tend to 
prove that monetary steadiness and safety are to be found in the direction 
of establishing for ourselves a standard different from that maintained 
by Britain.* 


One of the greatest concerns in the decades immediately after the war 
was deflation. Great arguments centered on alleged decreases in the money 
supply, gold shortages, and resumption. Later research has shown that the 
falling price level was due, in the main, to increases in real output. The 
money supply grew during this period, but for the first fifteen years after 
the war prices declined by about fifty percent.*° 

After 1866, when prices fell, Carey blamed it on the contraction of the 
currency. This put him in agreement with those who agitated for increases 
in the money supply, but Carey took his argument farther. He was one of 
the few who linked contraction, resumption, exchange rates, and protection. 

He joined with those who wanted to increase the supply of money be- 
cause, as long as resumption was prevented, their objectives agreed with 
his. Otherwise, under convertibility, with currency back at par, imports 
would increase. The answer to his problems had been protection through 
tariffs. After 1857 protectionist forces were living on borrowed time. Even 
though the commercial policy of the United States was protectionist into 
the late nineteenth century, they faced increasing difficulties in getting 
high tariff legislation passed.*’” Now here was a new avenue to protection, 
one that had the support of the general public: a greater money supply. 
Carey too wanted a greater money supply—but with a difference. He was 
searching for another means of protection and this was to be it.**® 


** In taking this stand, Carey acted as a spokesman for a group of dissident industrialists. 
See I. Unger, “Businessmen and Specie Resumption,” 46-70; J. H. Kindahl, ‘Economic Factors 
in Specie Resumption,” 30-48. 

°° H. Carey, Appreciation in the Price of Gold, 9. 

°° Friedman and Schwartz, Monetary History, 41. 

57 Taussig, Tariff History, passim. 

** A final postwar problem was the national debt incurred as a result of the war. The 
generally accepted view was that the Treasury should make provision “for the early anni- 
hilation” of the debt by raising taxes.” Carey objected to this because he thought such taxes 
would prove to be oppressive to business. Instead, he urged that the Treasury overlook the 
debt in conducting its budgetary activities. Carey, The Public Debt: Letter, Carey to Wells, 13 
January 1866; Carey, Contraction or Expansion: Letter, Carey to McCulloch, 17 February 1866. 
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Reciprocal Trade 


Henry Carey never repudiated his claim that ““every community is, 
therefore, directly interested in the adoption of measures tending towards 
increase in the value of land and labor in each and every other.’’*’ His 
ideal was an equilibrium growth in which all nations developed together; 
but this would not happen if a disruptive tendency were present. According 
to his view of centralization, where all development was dependent upon 
conditions at the center (Great Britain), this type of growth could not take 
place. Seeking economic and political independence, he hoped to eliminate 
this situation and establish a pattern whereby all countries developed at 
approximately the same rate.*° 

Throughout his political economy, Carey asserted that there was a har- 
mony of interests among men and nations in their economic relationships. 
Unfortunately, the British system of free trade was not in keeping with 
this harmony. It was his opinion that countries like India, for example, that 
were in trade-dependent relationships with Great Britain, were farther from 
development than they would have been, were they not forced to trade 
with the British.*’ 

Carey maintained that the wars that had plagued much of the nineteenth 
century were the result of British free trade.*” In fact, he contended, the 
British would go to any end to gain a trading advantage. A case in point 
was the reciprocal trade agreement between the United States and Canada. 
This incident more than any other illustrates Carey’s philosophy, his na- 
tionalism, and his role as a public figure in the debate over free trade versus 
protection. 

Two issues that attracted a good deal of public attention in nineteenth- 
century America were tariffs and Canadian-American foreign relations. 
Protectionists and free traders chose opposing sides on the first question; 
the dividing line for the second fell between expansionists who sought the 
annexation of Canada and those who preferred that these two nations live 
as independent, peaceful neighbors.*? While these issues were separate, it 
happened that they became intertwined on several occasions, most notably 


*? Social Science 3: 23. 

“Ὁ Tbid., 221-22. 

*. H. Carey, Commerce, Christianity, and Civilization: Letter, Carey to the London Times, 27 
March 1876. 

** Carey, Financial Crises: Letter, Carey to Bryant, 14 February 1860; Carey, Harmony of 
Interests, 193-97. Carey held that movements toward free trade had played a role in bringing 
about the Civil War. He wrote Lincoln in 1861 that, “had the policy advocated by Mr. Clay, 
as embodied in the Tariff of 1842, been maintained, there could have been no secession, and 
for the reason that the Southern mineral region would long have obtained control of the 
planting one.” Letter, Carey to Lincoln, 20 June 1861, cited in R. H. Luthin, “ Abraham Lincoln 
and the Tariff,” 627. 

43 There are many publications (and views) on Canadian-American relations. See, for ex- 
ample, H. Aitken, “The Changing Structure of the Canadian Economy with Particular Reference 
to the Influence of the United States,” passim; H. Innis, Essays in Canadian Economic History, 
passim; and G. Craig, The United States and Canada, passim. 
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when reciprocal trade agreements were proposed to govern trade between 
the United States and Canada. Those who sought annexation supported 
such agreements, because they offered economic penetration of Canadian 
markets as a substitute for forcible conquest of that country.“ Protectionists, 
on the other hand, opposed them, not because they feared free trade 
would lead to Canadian domination of the American economy, but because 
of Canada’s long-standing relationship with Great Britain. For nineteenth- 
century American protectionists, ardent nationalists, nothing was more 
fraught with danger than a liberalization of trade relations with a country 
intimately involved with Great Britain. When American protectionists re- 
monstrated against reciprocal trade between their country and Canada, 
they did not do so out of fear of Canada per se. Rather, their opposition 
was based on nationalist fears that had existed from the days of the Amer- 
ican Revolution: British threats to U.S. economic and political independence. 

In 1874 a group of British and Canadian officials suggested that reciprocal 
trade be established between Canada and the United States. There was a 
firm basis in history for their proposal, for there had been several earlier 
economic agreements between these countries. Between 1855 and 1866, 
for example, a treaty of this type had been in effect. Before that, beginning 
in the mid-1840s, the United States government had permitted goods in 
transit, destined for Canada, to pass duty free through its territory. 

Like so many things, however, these agreements were affected by the 
Civil War. Shortly after the end of the war, the government demanded 
reparations from Britain for damages suffered as a result of British actions 
during the conflict. The demands were known as the ‘Alabama Claims,” 
and the initial British reaction to them was a flat refusal. This left the 
United States in an awkward position. Having recently completed a most 
destructive war, Washington was not likely to start another with the world’s 
leading economic power. The government sought other means of exerting 
pressure. Parliament continued to drag its feet on the matter, so President 
Grant turned to economics. In a message to Congress he asked for authority 
‘to suspend by proclamation the operation of the laws authorizing the 
transit of goods, wares, and merchandise in bond across the territory of 
the United States to Canada; and, further, should such an extreme measure 
become necessary, to suspend the operation of any laws whereby the vessels 
of the Dominion of Canada are permitted to enter the waters of the United 
States.’*° Grant’s threat was successful. Before his request was imple- 


“4 Two examples of reciprocal trade agreements between Canada and the United States are 
an 1855-1866 treaty and an agreement proposed in 1902. For a discussion of the former, see 
Officer and Smith, ‘’The Canadian-American Reciprocity Treaty of 1855-1866,” 598-623. 
See also ΚΕ. Ankli, “Canadian-American Reciprocity: A Comment,” 427-31; and Officer and 
Smith,” ““Canadian-American Reciprocity: A Reply,” 432-34. For a discussion of the latter, 
see S. Scheinberg, “Invitation to Empire,”” 218-38. 

45 Quoted by Carey in “The British Treaties of 1871 and 1874,” in his Miscellaneous Papers, 
11. Carey’s letters to Grant were published in this volume. 


THEORY OF ECONOMIC DEVELOPMENT 73 


mented, the governments of the United States and Great Britain concluded 
a comprehensive pact, the Treaty of Washington (1871). 

This agreement not only provided for a settlement of the Alabama claims, 
it went much further. It stipulated that American fishermen would be per- 
mitted to fish in Canadian waters, and a commission was established to 
determine the actual amount the United States would have to pay for this 
privilege. The treaty also provided that a North American boundary dispute 
between Britain and America would be settled by arbitration, and United 
States and Canadian shipping were permitted unhindered passage on each 
other’s waterways. Finally, in response to Grant’s threat, Article XXIX of 
the treaty stated that goods “destined for Her Majesty’s possessions in 
North America may be entered at the proper customhouses and conveyed 
in transit, without the payment of duties, through the territory of the United 
States.’’*° A similar provision applied to the United States, but clearly this 
stipulation was more important to Canada that it was to the United States. 

The Treaty of Washington did not establish reciprocal trade relations 
between the United States and Canada. There had been some discussion 
of this question when the treaty was in its formative stages, and Congress 
appointed a special agent to investigate the matter, but he recommended 
against it because of the trade deficits the United States had suffered during 
the 1855-1866 agreement.*” 

It is an understatement to say Henry Carey was opposed to the Treaty 
of Washington. Canadian goods would have the right of free transit, while 
the United States would have to pay to fish in Canadian waters. Carey 
objected because he thought the former was worth far more than the latter. 

The Treaty of Washington made some headway toward resolving the 
Alabama claims, but Carey considered it a bad bargain for the United 
States. As he wrote Grant, ‘‘the Treaty of Washington, with its unparalleled 
array of knights and nobles, ministers and judges, presidents elective and 
sovereigns hereditary, has been so far as the Union was concerned, one 
grand mistake.’’** The only thing worse for this hardline protectionist would 
have been the inclusion of reciprocity—and his fears on that score were 
soon realized. 

In June of 1874, Secretary of State Hamilton Fish transmitted the fol- 
lowing message to President Grant: 


I have the honor to inclose a copy of the draught of a treaty for the reciprocal 
regulations of the commerce and trade between the United States and Canada, 
with provision for the enlargement of the Canadian canals, and for their use by 


*° Treaties and Other International Agreements of the United States of America, 1776-1949 12: 
170-87. | 

*” Letter, Carey to Grant, 18 November 1874, in Carey, Miscellaneous Papers, 3. 

*® Here Carey’s democratic leanings show. The Treaty of Washington concluded with a 
long list of titled personages. Letter, Carey to Grant, 20 November 1874, in Carey, Miscellaneous 
Papers, 14. 
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United States vessels on terms of equality with British vessels, which British pleni- 
potentiaries have proposed to this government.*” 


The ostensible reason for this proposed treaty was that the commission 
established to determine how much the United States would pay to fish 
in Canadian waters had been unable to settle on an amount. Consequently, 
it was suggested (by Canadian and British members) that payment be 
waived if the United States agreed to reinstitute reciprocity. 

As the Toronto correspondent of the New York Tribune reported: 


The amount of compensation to be paid to Canada by the United States for the 
lease of in-shore fisheries was, according to the Treaty of Washington, to be de- 
termined by a commission. The data upon which to determine their value, however, 
were so uncertain, and the difficulties in the way of arriving at a solution of the 
point were seen to be so great, that the happy thought occurred to the Government 
to combine the abandonment of this claim with the positive obligations in connection 
with the canals in order to induce the United States to renew reciprocal relations 
with Canada. There can be little doubt that these reasons, combined with the desire 
on the part of Canada for a renewal of reciprocity, constitute the determining cause 
for her taking the initiative in the matter.”° 


American nationalists like Carey saw this proposal as an unmitigated 
disaster, and he and his followers opposed it because of its possible effects 
on the United States. Carey made his opposition known in a series of letters 
to President Grant. 

Here was the heart of his complaint. Ever fearful of the United States’ 
inability to compete with British manufacturing, Carey had urged a system 
of stringent tariffs. He thought reciprocity would enable the British to sub- 
vert that protection. He pointed out that British iron exports to Canada 
could pass through the United States duty free, as a result of the transit 
clause of the Treaty of Washington. When that iron was combined with 
Canadian raw materials, the finished product, in this case a producer's 
good, could also enter the United States duty free under the proposed 
reciprocity agreement. As he explained to Grant: 


Timber is cheap in Canada and so is iron in England. What is now proposed is, 
that the latter shall supply such parts as are composed of iron, Canada doing the 
same with those composed of wood, the joint products passing into the American 
market duty free. The direct effect of this would be that the whole of this manufacture 
would be transferred to the country beyond the lakes.. . .Machinery of every kind, 
coming out of parts ready to be put together in Canada, must be here received as 
being of Canadian manufacture.” 


The combination of free transit and reciprocity would result in a situation 
in which “British merchandise of all descriptions will, as British, be carried 
from Portland [Maine] to Montreal, to be thence distributed, as Canadian, 


* Letter, Carey to Grant, 19 November 1874, in Carey, Miscellaneous Papers, 9. 
°° Ibid., 7. 
>! Letter, Carey to Grant, 25 November 1874, in Carey, Miscellaneous Papers, 24. 
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throughout the towns and cities of the United States.”””* In the eyes of this 
fervent nationalist this could only mean the destruction of America’s attempt 
to develop its own manufacturing. 

Another reason why Carey opposed reciprocity was the revenue question. 
At that time, the United States depended on its tariffs for the bulk of its 
taxes, and Carey contended that if there were a shift in trade flows—if 
more goods entered by way of Canada—reciprocity would lead to a re- 
duction in tariff revenues. Then, with no change in government spending, 
additional taxes would be required.”° 

Still another objection had to do with national defense. This may sound 
farfetched today, but to nineteenth-century American anglophobes it was 
a real fear. According to the proposed reciprocity agreement, the United 
States and Canada were to enlarge and/or build new canals, and each 
party to the treaty was to have unhindered access to these waterways. The 
parties were also to have the right to maintain one warship on the Great 
Lakes. What made this ominous for Carey was his understanding that 
Great Britain would also have this right. Moreover, the United States was 
to join in the construction of canals from the St. Lawrence to the Great 
Lakes, canals with a minimum draft of twelve feet. Here Carey charged, 
“the whole British fleet, so far as it draws not more than twelve feet of 
water. . . [would]. . . be brought within twelve or fifteen days” of the 
major American cities on the Great Lakes. To a nationalist this was suicidal, 
because “‘in the event of future difficulty with Britain. . . what can we 
do, knowing that all those cities are practically under the guns of almost 
the whole British fleet.’’”°* 

Carey's final objection to reciprocity was in the sphere of diplomatic 
relations. He feared that if reciprocity were established with Canada, similar 
arrangements would have to be extended to all other powers, under the 
doctrine of ‘‘most-favored-nations.’”°? Such an eventuality would mean 
the end of his hopes for protection as the official policy of the United 
States. 

In support of these points, Carey tried to show that the British were well 
aware of the opportunities reciprocity would afford them, even where 
Canada was concerned. He cited one English newspaper that had urged 
the treaty be ratified because of the benefits it would provide for British 
manufacturers. 


England has been emphatically assured by the Canadian Prime Minister, the 
Canadian plenipotentiary, and—lastly and most strongly—by Lord Dufferin, in his 
speech at Chicago, that Canada will not consent to a differential arrangement to 
the prejudice of the mother country. In other words, what the United States is 
permitted to import into Canada at specific duty or free of duty, that also it will be 


52 Ibid., 26, italicized in the original. 

53 Ibid., 27. This is inconsistent with Carey’s earlier views on indirect taxation. 
4 Ibid., 25. 

°° Tbid., 26. 
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arranged may be imported from the United Kingdom on precisely the same terms. 
Well, then, shall not our iron and hardware manufactures go up and possess the 
land? Shoals of American citizens are passing over to Canada in the summer season. 
. . . American citizens in Canada ransack the various cities and towns for cheap 
purchases; articles of British manufacture being especially in demand. Our serious 
advice to our manufacturers is: Leave no stone unturned to take the leading position 
in the Canadian markets when the reciprocity treaty is ratified. Send to the new 
Dominion the best specimens of your manufacture, and charge the lowest practicable 
price, because in doing so you will be hastening the downfall of the American 
monopoly, and by our excellent workmanship and reasonable charges in the smaller 
markets of Canada, throwing open for yourselves the larger and almost unlimited 
market of the American Union, and obtaining a foothold there from which, if you 
act with sustained energy and discretion, you can never be driven.*® 


Henry Carey’s position on reciprocity reflected nationalist fears that Brit- 
ish goods, masquerading as Canadian, would flood the American market. 
He predicted that United States tariff revenues would decline precipitately, 
bringing about the necessity of new taxes. Finally, as a nationalist, he was 
strongly opposed to any treaty that might endanger military security. With 
this point in mind, he told President Grant that if this treaty were enacted, 
the United States would find itself bound “for five and twenty years to the 
wheels of the British chariot, to be ridden over at the pleasure” of its 
greatest enemy.”” 

Carey had no quarrel with Canada, nor did he want to seize control of 
that country’s economy. His concern was Great Britain and the threat it 
posed to the United States (and Canada as well). For, as he saw it, “the 
treaty is in effect a British, and not a Canadian measure, and. . . its ten- 
dency is in the direction of subjugation to British domination of the whole 
country north and south of the St. Lawrence.’’””® 


"6 Letter, Carey to Grant, 23 November 1874, in Carey, Miscellaneous Papers, 18. 

"7 Letter, Carey to Grant, 27 November 1874, in Carey, Miscellaneous Papers, 37. 

“δ Letter, Carey to Grant, 23 November 1874, in Carey, Miscellaneous Papers, 18. The Rec- 
iprocity Treaty of 1874 never became law. On 3 February 1875, the United States Senate 
rejected it. Senator Justin 5. Morrill led the opposition against the measure, claiming, as had 
Carey, that it was nothing more than a British trick. ΓΑ wolf,” he said, “suckled Romulus 
and Remus, but there is no such fable concerning the British lion.” Congressional Record, 
Proceedings, and Debates of the Forty-Third Congress, Second Session (Washington, 1875), 3: 934. 
In discussions of this reciprocity treaty, it is rarely mentioned that the original suggestion was 
not made by the United States. It was put forward by the Canadian and British members of 
the commission set up by the Treaty of Washington. However, both Canadian and American 
nationalists opposed it. It is one of the ironies of history, but Canadian supporters of reciprocity 
sound more like imperialists than their American brethren. Indeed, some Canadian advocates 
of trade expansion saw the situation as one in which Canada would capture all the benefits. 
The Ontario Reformer, for example, suggested that reciprocity offered the best of all possible 
worlds. “Canada, so situated that she will have all the advantages of being a State in the 
American Union, and all the advantages of British connection, without any of the disadvantages 
of either country, will be in a most happy position. Enjoying free access to the two best 
markets in the world without any of their burdens to bear, will make Canada about the best 
country to emigrate to on the face of the earth.” Quoted by Carey to Grant, Letter, Carey to 
Grant, 23 November 1874, in Carey, Miscellaneous Papers, 19. 
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John Stuart Mill Redux 


Not surprisingly, Henry Carey was adamantly opposed to a world where 
England was its “one and only workshop,” a system where England played 
“the part of the wolf, while seeking to induce the other nations to take 
that of sheep... .”” Citing de Tocqueville, he claimed that, “in the eyes 
of the English, that which is most useful to England is always the cause 
of justice.’””’ History supports Carey on this point. Not until England 
had achieved an advantage over all nations was free trade adopted and 
championed as the only principle. 

Carey had an answer for John Stuart Mill as well. Commenting on his 
claim that ‘free trade does not compel America to export corn; she would 
cease to do so if it ceased to be to her advantage,’’*’ Carey replied, ‘““we 
are told, however, that all nations now manufacture if they wish—that 
machinery may be exported—that artisans are free to go abroad—and that 
the people of England rejoice in seeing the extension of manufactures. All 
people, too, are free to read; but before they read, they must be taught.’’°’ 

The question Carey posed was this: If the British were willing to suffer 
short-run losses in order to strangle foreign manufacturing in its cradle, 
how could any nation hope to develop an industrial base under that kind 
of free trade?” 

Carey’s attack on free trade in no way affected the economics of that 
model. Historically, however, he has the support of no less an authority 
than Lionel Robbins, who claimed that in advocating free trade the classical 
school advocated what was best for Great Britain.® 

If free trade was the means of maintaining the economic supremacy of 
Great Britain, Henry Carey saw protection as the means of attaining Amer- 
ican economic independence. If independence is to be realized, he wrote, 
“if this nation is ever to become Americanized. . . ,” protection must be 
enacted.®* This was the essence of his argument. The enactment of pro- 
tection would result in the creation of a great domestic free-trade area 
within which individual states exchanged their own goods with each other 
in commerce, rather than exchanging British goods in trade.” The integra- 
tion of the domestic economy would culminate in each state providing a 
“market at home for the food produced and enabling its producer to become 


δ Carey, The French and American Tariffs: Letter, Carey to Chevalier, 31 October 1860. 

6° J.S. Mill, Principles of Political Economy, 924. 
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42 Social Science 2: 218. H. Carey, The Iron Question: Letter, Carey to Colfax, 16 January 
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a consumer of cotton. . . the more pig iron there is made in Tennessee, 
the more steam-engines are required for New York and Philadelphia. . . 
the more coarse cottons are made in Georgia, the larger is the demand for 
fine ones made in Rhode Island and Massachusetts.’ 

John Stuart Mill best expressed the type of integration Carey sought. 
Mill observed: 


American protectionists often reason extremely well; but it is an injustice to them 
to suppose that their protectionist creed rests on nothing superior to an economic 
blunder. Many of them have been led to it much more by consideration for the 
higher interests of humanity than by purely economic reasons. They, and Mr. Carey 
at their head, deem it a necessary condition of human improvement that towns 
should abound, that men should combine new labor, by means of interchange— 
with near neighbors, with people of pursuits, capacities, and mental cultivation 
different from their own, sufficiently close at hand for mutual sharpening of wits 
and enlarging of ideas—rather than with people on the opposite side of the globe. 
They believe that a nation all engaged in the same, or nearly the same, pursuit— 
a nation all agricultural—cannot attain a high state of civilization and culture. And 
for this there is a great foundation of reason.* 


Having granted Carey this much, Mill followed his argument to what 
he considered its logical conclusion. He asked: If Carey thought that pro- 
tection was right, why not protect Ohio and Michigan from Massachusetts?” 
Here Mill, viewing the situation from a cosmopolitan rather than a na- 
tionalist standpoint, missed Carey’s concern for the national state and the 
independence he believed could be gained only from regionalization and 
the subsequent integration of the domestic economy. 


°° Carey, Financial Crises: Letter, Carey to Bryant, 13 March 1860; Social Science 2: 245. 
47 Mill, Principles of Political Economy, 925. 
* Tbid. 


Vil. CONCLUSION 


n analyzing the political economy of any individual, but especially that 
of an early figure in the history of economic thought, one difficulty is 
preeminent: the dilemma of choosing between relativist and absolutist 

criteria.’ If we apply the former, we study the work in question in light of 
the subject’s social milieu or ideology, or by the standards of theory as it 
existed in his or her day, or by the nature of the problems he or she at- 
tempted to solve. If absolutist criteria are used, the work is evaluated by 
the standards of the most advanced theory currently available. Of the two, 
the latter is the more rigorous; but it is also the more restrictive. 

Henry Carey’s theory of value is a case in point. Carey thought the value 
of labor, measured by its productivity, was changing rapidly, and he in- 
corporated this point in his theory of value. In this his theory was no worse 
than that of many of his contemporaries who had adopted cost of pro- 
duction theories of value. In some respects it was superior, in that he tried 
to include some dynamic elements in his analysis. This is a relativist eval- 
uation. By absolutist standards his theory was a failure, for it did not even 
remotely resemble the neo-classical explanation of value. 

His theory of development, in large part, depended on his nationalist 
bias and his location. By absolutist standards, nationalism and geographical 
conditioning have no place in a theory of economic development. Yet how 
can these considerations be left out of economic development?’ But this is 
to argue from a relativist standpoint! We have said enough to show what 
the dilemma is. Both criteria have been used in this study, and in retrospect, 
it is probably impossible—and undesirable—to adopt one criterion to the 
total exclusion of the other. 

Henry Carey maintained staunchly that his methodology would consti- 
tute a decided break from the deductive reasoning of the classical school. 
Yet in many instances he did not follow his own injunction. When he did 
follow it, he devised theories that were ingenious but—by absolutist stan- 
dards—dquite untenable. 

Carey was a disillusioned classicist. In his early years in political economy, 
he took the classical model too much to heart. When he attempted to apply 
the theories of Malthus, Ricardo, and Senior, he found their predictions 


* Mark Blaug, who has written one of the finest books on the history of economic thought, 
regards this to be one of the most difficult problems in this area of economics. See Blaug, 
Economic Theory, 1-8. 

? Let us not forget that the theory of economic dualism was constructed to treat a case in 
which an absolutist model had failed. 
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and analyses were not borne out by circumstances in the United States. 
Put off by this, he claimed he was going to reject the entire classical ap- 
paratus. In fact he never did, and his relationship with Adam Smith illus- 
trates this point. 

In many respects Adam Smith’s Inquiry into the Nature and Causes of the 
Wealth of Nations is all things to all people. This applies equally to Henry 
Carey. When he was an advocate of free trade, he found support for his 
position in Smith. When he converted to protection, he substantiated his 
position with material drawn from Smith. Carey drew heavily on Smith 
as a Seminal source for his theories of value, trade, location, harmony, and 
taxation. 

If there was any one thing that brought many different shades of opinion 
under the heading of nationalist, it was the belief that classical political 
economy had to be repudiated. Henry Carey was in the forefront of this 
movement, yet he owed a great deal to Adam Smith. In this he was more 
a classicist than he would have cared to admit. Yet when one considers 
the work of many classical writers, Smith is the least strident, the least 
offensive of the lot; which may explain why a nationalist like Carey could 
stomach Smith but not Malthus. 

Carey was not the first American to advocate protection, but he was the 
first to integrate it fully into a complete system of political economy.’ This 
raised him above his predecessors and distinguished him from his contem- 
poraries. For Carey, protection was but one piece, albeit central, of the 
puzzle. He tried to show how it would affect and be affected by all the 
various facets of political economy—as we see in his theories of value, 
distribution, and location. He assigned protection the most important role 
in his theory of economic development, and he demonstrated how the 
nation’s institutional framework served as a bridge between development 
and protection. 

At best, his distribution axiom may have been casual empiricism. At 
worst, it was either a complete misreading of actual trends or the advocacy 
of a particular class interest. Nonetheless, it represents an attempt to show 
how protection and economic development would affect the distribution 
of income. (How easy it is to slip into relativism. An absolutist would 
simply compare Carey’s analysis with marginal productivity theory.) 

As a nationalist, Carey’s prime economic concern was development. His 
growth model called for regional and sectoral balance. In this model pro- 
tection and concentration were supposed to result in the integration of the 
domestic market. Carey viewed the United States as a single common mar- 
ket: as was pointed out in his attack on one railroad monopoly, he urged 
that nothing interfere with domestic competition. It has been argued that 
Adam Smith thought the Empire had a similar role for England, and if the 
Empire had not existed, Smith’s views on free trade might not have been 


> Two of Carey’s more prominent predecessors were Daniel Raymond, a Baltimore lawyer, 
and Friedrich List, a German exile who settled temporarily in Pennsylvania. 
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what they were. Free trade within the Empire for Smith was no different 
from domestic competition and external protection for Carey. 

Carey constructed what appears to be an early version of a balanced- 
growth model. As such his work is subject to the criticism generally made 
of that kind of model—that is, if development is going to proceed along a 
broad front, sectorally and regionally, there must be a massive infusion of 
capital. But what is the source of this capital? Besides arguing that capital’s 
absolute share would grow monotonically as development proceeded, Carey 
offered little in the way of explaining capital accumulation. 

Henry Carey was an influential figure in his day. His greatest support 
came from the business community, but he had some impact in academic 
circles. Several institutions taught his political economy and used his Prin- 
ciples as a text, e.g., Union, Antioch, Iowa State, and Princeton.* A school 
grew up around Carey, and he was its acknowledged leader: it is known 
as the American school. Its members included E. Peshine Smith (A Manual 
of Political Economy, 1874); Horace Greeley (Essays on Political Economy, 
1869); H. C. Baird (Political Economy, 1875); R. E. Thompson (Social Science 
and National Economy, 1875); and William Elder (First Principles of Political 
Economy, 1882). The touchstone of this group, as would be expected, was 
protection, and they all acknowledged their debt to Henry Carey. 

Carey’s political influence was through his spokesman in Congress, Wil- 
liam “Pig-Iron” Kelley. Kelley was in the forefront of all the protectionist- 
free trade debates in the House of Representatives, and his speeches reflect 
the thoughts of Henry Carey. Kelley, as a matter of fact, was quite proud 
he had received his education in political economy from Carey, and he 
dedicated a book to his mentor.” Carey’s views were also represented in 
the U.S. Tariff Commission by Cyrus Elder. 

There were other early American economists who were indebted to 
Carey. These were mostly individuals who had studied in Germany.° Fore- 
most in this group was J. B. Clark. He was not a Carey disciple, but elements 
of his economics bear a striking resemblance to Carey’s. This is most evident 
in Clark’s use of the concepts of association and harmony and his concern 
with dynamics.’ 

Perhaps the most notable economist whose work was associated with 
that of Carey was Simon N. Patten of the University of Pennsylvania.* 


11. H. Mcllvane of Princeton University wrote Carey in April 1867: ‘Pardon me if I say 
that I fully believe all future ages will hold you as the true founder of the science of political 
economy.” Letter, J. H. MclIlvane to Carey, 10 April 1867. Quoted in A. W. Green, Henry 
Charles Carey, 179. 

> W. Ὁ. Kelley, Speeches, passim. 

° In several respects—for example, his emphasis on statistics and induction—Carey’s work 
resembled the historical school. This was pointed out earlier and it may explain why those 
who were trained in Germany had an affinity for Carey’s economics. See F. A. Fetter, “The 
Early History of Political Economy in the United States,” 56-57. 

” See J. B. Clark, The Philosophy of Wealth, 175-77; J. B. Clark, ‘“The Theory of Economic 
Progress,”” 6—7; and J. B. Clark, The Distribution of Wealth, 70-71. 

δ Ὁ. B. Copland, ““A Neglected Phase of the Tariff Controversy,” 299-300. 
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Carey’s influence on Patten can be seen in the latter’s theory of rent, the 
distinction he drew between trade and commerce, internal development, 
premature dispersion to the West, the location of the producer next to the 
consumer, and the harmful effects of being locked into the position of a 
producer of primary products. Other points of similarity between Carey 
and Patten can be found in Patten’s study of the principle of association, 
the relationship between man and his environment, and his disagreement 
with Ricardo over the nature of man.’ 

Henry Carey had little lasting effect on the theory of international trade, 
but he influenced the debate over whether the United States should drop 
protection and adopt free trade—less a question of economic theory than 
of politics. Without attributing development to protection, we note that 
despite its theoretical inadequacies, protection was the operative commercial 
policy of the United States during most of the nineteenth century. 

This is the curious thing. The classical model of international trade is 
probably one of the most consistent, complete, fully developed tools of 
economic analysis in existence today. There are some exceptions, but for 
the most part, few economists reject the theory of comparative advantage. 
The same cannot be said of many people in business, union members, and 
politicians, particularly today. 

Although the foundations of this theory were virtually complete with 
Mill’s development of reciprocal demand, when one looks at history, many 
outstanding cases of economic development did not proceed along these 
lines. England, for example, did not move to free trade until the mid-1840s, 
well after the onset of the Industrial Revolution. One can think of several 
other examples.’° The United States was protectionist well into the twentieth 
century, and trigger-price mechanisms on steel, quotas on textiles and au- 
tomobiles, and orderly marketing arrangements do not stand up to the 
scrutiny of the classical model, but they are in place today. France, Germany, 
and Japan, all have this in common: They are industrial countries, and 
they were all protectionist during those periods when they moved from 
less developed to developed. 

In advocating protection and in developing a complete economic system, 
Henry Carey’s theoretical arguments cannot withstand the scrutiny of ab- 
solutist criteria. He was undoubtedly the best example of a nationalist 
economist in nineteenth-century America, but in no way was he on the 
side of the angels. Judged by another standard—the relativist—or better 
still, that of a pragmatist—the commercial policy of the United States came 
closer to his recommendations than it did to those of his harshest critics. 

Unfortunately, Carey’s career is shrouded by the possibility of vested 
interests. He devoted much of his life to protection; it was the cornerstone 


? See S. N. Patten, The Premises of Political Economy, 21-45; 5. N. Patten, The Economic 
Basis of Protection, 13, 15, 19, 43, 81-85; and S. N. Patten, The Theory of Dynamic Economics, 
19, 21, 52, 63-64. 

10 This is not to say that free trade was never successfully tried. 
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of his theory of economic development. He took the infant industry model 
and modified it by introducing transportation costs and elements of location 
theory. And he had extensive holdings in industries that benefited directly 
from protection. 

Carey was supposedly a keen observer of current events. Yet it appears 
he was so doubtful about the ability of U.S. manufacturers to compete 
with England that he chose protection. When one considers that by the 
time of the Civil War the country was already well on the way to indus- 
trialization, one wonders how or why Carey missed this fact. Let us put it 
into perspective. Viewing the world from the standpoint of a new nation, 
still pushing its frontier westward, we can see that to Carey British industry 
was a colossus when compared with industry in the United States. Carey 
traveled to Europe on several occasions. How many classical economists 
could claim they had investigated conditions on both sides of the Atlantic 
when they proposed free trade for the United States? Very few! 

Vested interests and absolutist criteria notwithstanding, Henry Carey’s 
political economy reflects his circumstances. The struggle with nature, 
structural change, anglophobia, immigration, and the expansion of the 
United States into a politically and economically independent nation—all 
these things were present in his political economy. As a contemporary put 
it, the orthodox school was in keeping with the conservative temper of the 
English race, but Henry Carey’s economic philosophy ‘’was an expression 
of the spirit of enterprise called forth by the American people, or better, 
forced upon them by economic conditions.’””! 


11E. T. Devine, ‘‘Economic Science in America,” 701-703. 
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